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Model 705-B Runabout Service 
Ditcher. Designed for scattered 
jobs. Vertical boom. Fluid Drive 
Hydra-Crowd. 15 miles »er 
hour travel. Widths up to 
1014". Depths to 4’. 
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DIG with new curved teeth 
that last 3 to S times longer. 
DIG through frozen ground, asphalt 
pavement, coral rock—virtually any material. 
DIG with the vertical boom that 


leaves no ramp, operates in closest 
quarters, digs right up to obstructions. 


DIG with the machine that was 


engineered to DIG and get to the next job. 


a Model 44-C. For 
every kind of ditching 

up to 24” wide and 8'3" deep. 

You don't have to DIG for the facts. They will be sent at your request. 
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Furnace 


a growing factor in the | 


Cost-saving advantages vital to power plant operators are responsible for the 
mounting acceptance of the Cyclone Furnace. Each represents an important 
advance in the relentless search of power engineers and designers for more 
efficient ways to further lower the cost of generating steam for power. 


The Cyclone Furnace — 


Reduces atmospheric pollution to extremely low levels 
Simplifies ash handling and disposal 

Burns fuel with greater efficiency 

Provides greater fuel flexibility with attendant lower costs 
Reduces overall first cost 

Increases safety by simplifying operation 

Reduces maintenance 

Increases availability 


Originally designed and developed to burn more efficiently a wide range of 
coals, as well as oil and gas, the Cyclone Furnace is now being installed in 
areas where factors other than fuel are prime contributors to higher power 
generating costs. For whatever the problems — fuel, fly-ash, availability, cost, 
maintenance —the Cyclone Furnace contributes directly and substantially 
toward solving them. 


With its revolutionary approach to the entire process of preparing and burn- 
ing fuel, the B&W Cyclone Furnace offers such a simplification of initial 
design and increased facility in everyday operation, that the overall cost of 
producing power is greatly benefited. Let us discuss with you the various cost- 
saving advantages of the Cyclone Furnace for your operation. The Babcock & 
Wilcox Company, Boiler Division, 161 East 42nd Street, New York 17, N. Y. 
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ons of Congress and the Budget 
Bureau show that even before the 
President made his State of the Union 
message on getting a private source of 
power for the Atomic Energy Commis- 
sion, via the Tennessee Valley Authority, 
the Budget Director was negotiating with 
private utility companies. These negotia- 
tions led to the so-called Dixon- Yates con- 
tract under which AEC will buy 600,000 
kilowatts of electricity for the Tennessee 
Valley Authority from a new plant to be 
built by a private power syndicate at West 
Memphis, Arkansas. 


Tus is the power syndicate in which 
the famous Georgia golfer-lawyer, Bobby 
Jones, is interested, because he is a director 
of one of the two holding companies com- 
prising the syndicate. Mr. Jones’ business 
relation with the company was mentioned 
in an article printed in most newspapers 
months ago when all the officials and ma- 
jor stockholders of the syndicate were 
named. 


But it was not until Democratic Na- 
tional Committee Chairman Stephen A. 
Mitchell charged a “scandal” in connec- 
tion with the contract that this fact hit the 
front pages. The President defended Mr. 
Jones, as some leading Democrats have 
also done. This is enough to show the po- 
litically explosive character of this con- 
troversy, which at times threatened to 
wreck passage of the recently enacted 
atomic energy law. 


ARGUMENT over the Dixon-Yates con- 
tract was, on a limited scale, a sort of re- 
enactment of the whole basic conflict which 
was boiling beneath the attempts of the 
administration to end federal government 
monopoly in the field of atomic energy for 
peacetime purposes. Following his pre- 
viously announced policy of encouraging 
private enterprise, President Eisenhower 
has lent his aid and assistance to the con- 
tainment of government activities in the 
electric power business field. 
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But the public power advocates, keen 
on expanding a program which has been 
rapidly expanding for the last two decades, 
wanted no such legislation. To them it 
amounted to turning back the clock. They 
denied that the steady policy of govern- 
ment expansion in the public power field 
is a drift towards Socialism, although 
some disinterested observers cannot see 
what else to call it even though it be of 
relatively limited proportions. 


HE Dixon-Yates contract, involving 

as it did the old favorite political 
whipping boys of the left-wing Democrats 
—the electric utility companies—seemed 
like a good target to use for blowing the 
whole program to pieces. And it must be 
admitted that the political guns on the 
left have been blasting away at this tar- 
get ever since. 


Or course, whether the Dixon-Yates 
group provided the power or whether 
TVA will be permitted to build its own 
plants to provide the necessary power, will 
not of itself finally decide the fundamental 
question. The real question is whether the 
federal government or private industry is 
going to take over the atomic energy busi- 
ness, when the smoke of political battle 
clears away. 
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EFORE YOU BREAK GROUND 


Construction of a new plant starts when the steam shovel-takes its first bite of earth. But 
the actual building process begins before you break ground. 


It begins when the need for new plant facilities is recognized and engineers are called into 
action. Then it develops on the drawing board—through plant layouts, working drawings, 
engineering specifications. It requires consideration of engineering and production tech- 
niques—analysis of all factors that must be taken into account before construction can start. 


Ebasco skilled engineers and constructors have experience in every phase of the building 
process—from preliminary planning right up to a plant’s successful operation. This expe- 
rience has enabled Ebasco to complete more than two billion dollars’ worth of new plant 
design and construction for many industries, in many parts of the world. 


The engineering and construction firm you select to design and build your plant may well 
hold the key to its future success. If you are considering such a project, send for our booklet, 
**The Inside Story of Outside Help.” It describes our engineering and construction 


services as well as the wide range of consulting services Ebasco offers business and industry. 
Write: Ebasco Services: Incorporated, Two Rector Street, New York 6, N. Y. 
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‘sins & Safety . Purchasing - Rates & Pricing - Research - Sales & Public Relations - Space Planning .. Systems & Methods + Tax + Traffic - Washington Office 


PAGES WITH THE EDITORS (Continued) 


Tuat is the broad basis upon which the 
article in this issue by THomas P. SwiFt, 
for the past twenty years, utility news re- 
porter for The New York Times, analyzes 
the new atomic energy law. It may well be, 
as some commentators have said of it, that 
this law will prove to be the most impor- 
tant enactment of the Eisenhower admin- 
istration or the 83rd Congress. 


HE fact that Congress has enacted a 

law which seems to open the door to 
private enterprise and has surrounded gov- 
ernment action with some barriers of statu- 
tory limitations does not necessarily de- 
cide the question either. Future adminis- 
trations and future members of the AEC 
will have the responsibility of interpreting 
this law and its various provisions. If the 
AEC, ten years or so from now, is deter- 
mined or inspired by the future occupant 
of the White House to get into the business 
and throw private enterprise out as far as 
atomic energy is concerned, government 
lawyers are remarkably adept at skipping 
around statutory limitations in such a way 
as to make white seem black and black 


seem white. 
* *K * * 


© of the oldest and most challenging 
problems in the field of public utility 
regulation is that of recognizing efficiency 
of management in the fulfillment of its 
public service obligation. For the regula- 
tory commissions, the problem has been 
one of policy—the determination of an in- 
centive which would encourage efficient 
performance and discourage mediocre or 
poor performance. For management, how- 
ever, there is the even more puzzling prob- 
lem of reconciling revenue requirements 
with the standards of efficient operation. 
The statistical relationship between effi- 
ciency and earnings is thus one of funda- 
mental interest to both management and 
regulators. C. P. GUERCKEN, assistant to 
vice president, Ebasco Services Incorpo- 
rated, has done a masterful job of demon- 
strating this relationship. It is accompanied 
with a complete and graphic set of illustra- 
tive charts. 


Mr. GUERCKEN was graduated in 1931 
from New York University with a BS in 
electrical engineering. After studying eco- 
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nomics, accounting, and finance at the 
London School of Economics, he stayed 
on in England and joined Edmundson’s 
Electricity Corporation, then a subsidiary 
of Utilities Power & Light Company of 
Chicago. In 1937 he became associated 
with The County of London Electric Sup- 
ply Company as assistant to the general 
manager. Returning home in 1940, he 
joined Ebasco Services Incorporated as 
budget sponsor. His present position is as- 
sistant to the financial vice president. 


* * * * 


F Masses important law passed by the 
recently adjourned session of the 83rd 
Congress was the Defense Facilities Pro- 
tection Act of 1954. The purpose of this 
measure was to authorize the federal gov- 
ernment to guard strategic defense facili- 
ties against acts of sabotage, espionage, or 
other forms or acts of subversion. Among 
other provisions was some language sug- 
gested by Attorney General Brownell to 
insure the safety and uninterrupted opera- 
tion of public utilities in war or in any na- 
tional emergency. Even the concept of 
what constitutes a “utility” was expanded. 
T. N. SANpIFER, Washington congres- 
sional correspondent, has written an 
analysis of the provisions of this legisla- 
tion as they affect operating utilities. 


THE next number of this magazine will 
be out September 30th. 


Ia Ollie 
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Mony millions more typewriters than any other manufacturer. Our 15,000,000th 
pewriter, the Remington Electric shown here, was produced in September of this year. 


... way back in 1873, the 

world’s first practical 

typewriter was built by 
Remington Rand. Improvements and 
innovations followed, and finally, 
in 1925, the first electric typewriter was 
produced —another Remington Rand first. 
Further development over the years 
has brought the typewriter to the peak 
of perfection so clearly illustrated in 
the new 1954 Remington Electric 
Typewriter. It’s the finest typewriter 
available today ... turns out 
truly distinctive work in so little time, 
with so little effort! 


Incidentally, we’ ve turned out an informative 
and entertaining illustrated booklet entitled 
“‘A Brief History of the Typewriter.” 

If you'd like a copy, write for RE8677, 
Remington Rand, Room 2005, 315 Fourth 
Avenue, New York 10, New York. 


Remington. Frand 


Makers of the Remington Standard, Electric, 
Noiseless, Quiet-riter and Office-riter Typewriters 





Coming IN THE NEXT ISSUE 
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WHAT'S HAPPENING TO TRANSIT? 


The past twelve months have been referred to by some transit service operators as ‘'the 
year of the great awakening." It has been a year when the transit industry has placed 
its cards squarely on the table with the public. Laurence Wingerter, president of the 
American Transit Association, has written a comprehensive and thoughtful statement 
about economic and regulatory developments in the transit industry over the past 
year. Faced with a decline in patronage, the industry is left with no alternative but 
to impress upon the public the fact that passengers will eventually have to write 
their own ticket as to whether they want adequate service and are willing to pay for it. 


A BUSINESSLIKE CURE FOR RUSH-HOUR CRAMPS 


George W. Keith, business writer of Cincinnati, has conducted an ''off-the-cuff" inter- 
view with operators of privately owned off-street parking facilities. The purpose is to 
determine the prevailing view on the ability of private enterprise to handle the parking 
of private automobiles with the incidental benefit of increased efficiency and more 
economical transit operation. With government and business each functioning in their 
own spheres, it is believed that venture capital can be found to finance the solution 
of traffic congestion and parking difficulties. 


NATIONAL ASPECTS OF TRANSIT'S PUBLIC RELATIONS 


The economic problems of the transit industry since the end of the war have spread 
some public confusion and misunderstanding concerning those who are still trying to 
operate on the traditional basis of free enterprise in public service. Inexperienced 
people have been attracted by mythical opportunities for quick turnover and private 
gain. Some local authorities have become complacent with the thought that mass transit 
is indispensable and can be substituted by private automobiles. John J. Hassett, Wash- 
ington author of business articles and public relations counselor, has explored these 
dangerous trends and the need of better public relations to offset them in the harassed 


transit industry. 


ADDRESSES ON UTILITY PROBLEMS BEFORE THE AMERICAN BAR 

ASSOCIATION—APPENDIX 
Not only legal, but economic and financial problems of operating public utilities en- 
gaged the attention of the Section of Public Utility Law of the American Bar Associa- 
tion. This appendix contains the reporting of the various addresses given at the sessions 
of the annual meeting of the Section of Public Utility Law during the American Bar 
Association convention at The Blackstone Hotel in Chicago, Illinois, August 16th, 17th 
and |8th. 


* 


Also - » « Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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IMPORTANT 


OTHER INDUSTRY 


(capital turnover several times a year) 


PUBLIC UTILITY INDUSTRY 


Low return on high capital investment leaves 
little margin for error. That’s why swift, accu- 
rate, economical analyses of your billing are 
imperative to maintain revenues at the max- 
imum level. 


You can be absolutely sure of getting all 
three when R&S prepares your monthly billing 
analyses. We have the staff and special ma- 
chines of our own invention that will turn out 
the work in half the time and at half the cost 


of preparation by your own personnel. 


Rate engineers of utility companies all over 
the country who use R&S analyses know how 
invaluable they are in securing favorable de- 
cisions in rate cases, because Public Service 
Commissions know and respect the thorough- 
ness of R&S analyses. 


Write, or call R&S today — there is no 
charge for consultation or estimates! 





RECORDING & STATISTICAL CORPORATION 


“Bring your figures up to date — bring them to R & S” 
100 Sixth Avenue « New York 13, N.Y. 





WOrth 6-2700 


(capital turnover once in several years) 










EDITORIAL STATEMENT 
The New York Times. 


CLEM D. JOHNSTON 
President, Chamber of Commerce 
of the United States. 


M. S. RUKEYSER 
Columnist, New York Journal- 
American. 


CHARLES E. WILSON 
Former president, General 
Electric Company. 


A. D. MARSHALL 
Manager, employee benefits 
services department, General 

Electric Company. 


THRUMAN SENSING 
Member, Southern States Industrial 
Council. 


RicHaArD L. BowpitTcu 
Chairman of the board, Chamber of 
Commerce of the United States. 





C4oukble Cache 


“There never was in the world two opinions alike.” 





—MOoNTAIGNE 





“TVA is more than a job of work. It is a philosophy.” 
v 


“The desire to earn and to own is probably latent in 
all of us, and perhaps if our younger people knew more 
about the opportunities ahead for them in this great 
age of progress and of science that is now dawning, it 
would stir their ambition, and ambition is prerequisite 
to real achievement.” 


* 


“No voice of business is authentic unless it is dy- 
namic and dramatic. Undue conservatism, dictated by 
unimaginative accountants and stolid lawyers, distorts 
public understanding, for it conceals the essential pro- 
gressiveness of a system based on utilization of creative 
minds in science, invention, and engineering.” 


> 


‘... the slogan . . . selected for the jubilee. . . . Pro- 
claims ‘Light for Freedom—Power for Progress.” In 
spreading the story of what our industry means to the 
world, we have a peculiarly appropriate asset in the 
word ‘light’ itself. ‘Light’ has always symbolized free- 
dom, as it does in our own Statue of Liberty, lifting her 
lamp beside the golden door.” 


> 


“..1f we are to really attack the problem of retirement 
and solve it in a way which will support and not de- 
stroy our free enterprise system we must do it by help- 
ing every individual to build his own retirement pro- 
gram. We must make him so self-reliant that the 
demagogue whether he be a politician or a labor leader 
cannot buy his vote by promises.” 


a 


“If the TVA is good for the Tennessee valley area, 
then similar operations would be good for all the rest 
of the United States. And if public power is good for 
the people of the United States, then public railroads 
and coal mines and steel mills and grocery stores and 
newspapers and all other forms of business enterprise 
would also be good for the people of the United States.” 


¥ 


“This nation was conceived and rose to world leader- 
ship on the ideas of nonconformists and freewheelers, 
of men and women of integrity and wide vision, of in- 
dividuals with bold, far-reaching minds, who insisted 
on crossing the frontiers of the unknown. They dared 
to disagree on many things, but our country and our 
culture are infinitely richer and stronger for their 
challenge.” 


‘ 
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This announcement is neither an offer to sell nor a solicitation of an offer to buy these securities. 
The offer is made only by the Prospectus. 


200,000 Shares 


Northern States Power Company 


(a Minnesota Corporation) 


Cumulative Preferred Stock, $4.11 Series 
Par Value $100 Per Share 


Price $101.732 per Share 


(plus accrued dividends from July 1, 1954 to date of delivery) 


Copies of the Prospectus may be obtained in any State only from such of the several Pur- 
chasers, including the undersigned, as may lawfully offer the securities in such State. 





Lehman Brothers Riter €&¥ Co. 
A. C. Allyn and Company Bear, Stearns €% Co. Coffin — Burr 
Dick €? Merle-Smith Equitable Securities Corporation 
Hallgarten €? Co. Hemphill, Noyes € Co. Hornblower €% Weeks 
W. E. Hutton €¥ Co. Paine, Webber, Jackson €% Curtis 
R. W. Pressprich €% Co. L. F. Rothschild €% Co. 


Salomon Bros. €? Hutzler Schoellkopf, Hutton &@ Pomeroy, Inc. 
Wertheim €¥ Co. Wood, Struthers €¥ Co. 


August 25, 1954. 
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President, Columbia 
University. 


Dwicut D. EISENHOWER 
President of the United States. 


SHERMAN R. KNAPP 
President, The Connecticut Light 
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& Power Company. 


Marcus NADLER 
Consulting economist, The 
Hanover Bank. 


Excerpt from The Guaranty Sur- 
vey, published by Guaranty Trust 
Company of New York. 


Joun W. BricKER 
U.S. Senator from Ohio. 
















REMARKABLE REMARKS—( Continued) 


“States’ rights mean co-operation in government but 
not compulsion by government.” 


* 


“Loyalty does consist in agreement that such im- 
provement be brought about after open discussion and 
by democratic processes.” 


¥ 


“We will accept nothing over and above freedom. 
And as long as we live that—and believe in it—and do 
our work in that spirit, to my mind, America is not only 
safe but America is going forward in the expanding 
and growing economy that will bring greater and greater 
happiness to our people, security for us, and promote 
peace in the world.” 

¥ 


“If we will devote to ‘selling for the future market’ 
the same care for costs we devote to the manufacturing 
of electric power, we will be able to compete successfully 
in the total market for that grand prize we all seek—the 
satisfied customer. The people on the far side of the 
meters whose educated desires make the hands go ’round. 
The kind of people whose attitude adds up to — and 
makes possible—the future.”’ 


> 





“The role of government in influencing business con- 
ditions is of particular importance now with the economy 
in a downward readjustment and making a transition 
from war to peacetime conditions. The realization by 
both industry and consumers that the government is 
keenly interested in business developments and has vast 
powers to influence their course has greatly contributed 
to the orderly transition from a war to a_ peace 
economy.” 


> 


“The tax on dividends has been a subject of complaint 
for eighteen years. Until 1936 dividend income was 
exempted from the individual income tax on the ground 
that such income had already been taxed in the form 
of corporation earnings. Since that time, dividend in- 
come has been taxed twice—once to the corporation 
and once to the receiving stockholder. The important 
point, however, is not that it is a double tax but that 
it is a discriminatory tax. The corporate stockholder, 
as an individual and as a partial owner of the corpora- 
tion, pays more than his share.” 


> 


“Nothing is more difficult and more essential than 
that business subordinate artificial competitive advan- 
tages to the welfare of the entire industry and the gen- 
eral public. This is particularly true in transportation. 
Archaic regulation and unsound promotional activities 
have naturally created powerful vested interests. Too 
many beneficiaries of government favoritism and subsidy 
tend to think in terms of ‘after me, the deluge.’ The 
far-sighted transportation executive, on the other hand. 
knows that threats to other segments of the industry 
are of vital concern to him. In recommending legisla- 
tion to the Congress, he should have uppermost in his 
mind the principle ‘united we stand, divided we fall.’ ” 
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Electronic Calculator, 
Type 607 





Whatever your needs 


IBM offers the only complete line of electronic 
accounting machines, utilizing all proved systems 
of data recording and processing. 

In virtually every field—from engineering calcu- 
lation and scientific research to business account- 
ing—IBM machines are helping speed progress. 


There’s an IBM electronic data processing ma- 
chine to fit your particular needs—and budget. 
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Electronic Data Processing Machine, Type 702 















World’s Leading Producer of 
Electronic Accounting Machines 










INTERNATIONAL BUSINESS MACHINES 
590 Madison Avenue, New York 22, N.Y. 







Gives you 4 | _ 


Gives you MORE VALUE 


Only a Dodge truck offers 
these exclusive years-ahead 
features ... provides so much 
extra worth for the low price 
that you pay! 


> Gro [oonke 
Z /ine-up 
Famous Power-Dome V-8’s with 
unique dome-shaped combustion 
chambers for top power and effi- 
ciency! Full line of thrifty time- 
proved 6’s, too! 6 great engines 
in all—103- to 172-horsepowarl 


Lasrest 
hahaha 


39% turning angle—for sharpest turning, 
easiest parking of any truck! Plus new 
gear-before-axle steering system that 
helps absorb road shocks, cuts driving 
fatigue to a minimum! 


NOW YOU CAN GET wtf os¢ LO pitort ble 
the world’s most C9L xf Bos! Visibibty 


- Widest, roomiest cab interior of them all— 
po werful low tonnage with 6134” of hiproom, 58%” of shoulder- Biggest windshield in the popular truck field-§ 
H room! Deepest easy-chair seat—with 86 soft sq. in. in size! Most total vision area, too, wit 
truck engine ad super-cushion coil springs! full 2261 sq. in.! You see more from every ang? 


NEW 145-HP. a Dodge truck! 


POWER-DOME V-38 


for 14- through 1-ton XM L1GGES SWINGS 


pick-ups, panels, and stakes 





Power-Dome V-8 design gets more miles from every gallon of regular gas, stretches you’ 
fuel dollars! And Dodge truck quality engineering saves you even more money in lon 
life, low maintenance! 

SEE YOUR DEPENDABLE DODGE TRUCK DEALER TODAY! 


Added proof... 


that there’s a better deal for the man at the wheel... with new 


DODGE *ikai TRUCKS 
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wer and effi- 
thrifty time- 
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A 7,000,000 
NYICHIGRSSINY (I) 








Achievements of Newport News personnel in 
designing and building water power equipment 
during the past thirty years reflect a high integra- 
tion of skill and production facilities. 


Answering demands for hydraulic turbines rated 
as high as 165,000 horsepower and as low as 
500 horsepower, this trained organization has 
successfully filled contracts with an aggregate 


NEWPORT NEW 
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Interior view of spiral casing at Norris Dam 
rated output in excess of 7,000,000 horsepower. 


Other essential equipment including penstocks, 
spiral casings, valves, pumps, gates and rack rakes 
are also designed and built by Newport News. 


An illustrated copy of our booklet entitled, 
“WATER POWER EQUIPMENT,” will be sent 
to you upon request. 


SHIPBUILDING AND 
DRY DOCK COMPANY 


Newport News, Virginia 
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Mis control and recovery 
been a troublesome problem in pub 











and efficiency in the solution of fly 


Almost a half century ago Western Precipitation 
pioneered the first commercial application of the 
now-famous Cottrell Electrical Precipitator to re- 
cover suspensions electrically, and this equipment 
is still unsurpassed in its field. 

Subsequently, to provide efficient fly ash recovery 
for low cost installations, Western Precipitation also 
pioneered the first small tube mechanical recovery 
unit — the Multiclone Collector — and this unit 
promptly gained widespread recognition for the 
new efficiencies it brought to mechanical recovery 
processes. 

Combination Multiclone-Precipitator Unit. From 
these years of experience gained in both Cottrell 
and Multiclone installations, Western Precipitation 
recently offered another new development — the 
CMP Unit — a unit that combines in one compact 
installation many of the best features of both elec- 
trical and mechanical recovery methods. 

In a typical CMP Unit, the stack gases first pass 
through a Multiclone section where the heavier 
materials are removed mechanically. 

The partially-cleaned gases then pass through a 
Cottrell section where the very small particles are 
removed electrically. 

This arrangement offers several advantages im- 
portant to public utilities. Removing the heavier 
particles by the Multiclone process permits the 
bulk of the recovery operation to be performed 


This unique background of ex- 
perience in the solution of fiy 
ash recovery problems is avail- 
able from our office nearest you. 
May we give you more complete 
details? 


DESIGNERS 
COLLECTION 


Main Offices: 1064 


AN 
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ment of the CMP unit by Western Precipitation Corporation, new economy 









Western Precipitation Corporatio 


OF SUSPENDED MATERIALS FROM GASES & LIQUID 


Chrysler Bldg., New York 17 e 1 N. La Salle St. Bldg., Chicago 2 ¢ 1429 Peachtree St. N.E., Atlan 
Hobart Bidg., San Francisco 4 Precipitation Co. of Canada, Ltd., Dominion. Sq. Bldg., Montre 






Advantages of the 


Western Precipitatio 


(MP Unit 


for recovering solids from stack 
gases in public utility operations 

















of fly ash from stack gases has always 
lic utility operations. With the develop- 


ash problems are now possible. 





with relatively low-cost equipment. Using a Cottr 
for the final clean-up insures unusually high r 
covery efficiency — approaching theoretically pe 
fect, if desired. Thus, the CMP combines hi 
recovery efficiency with low total cost . .. and, 
shown in the chart above, has the further adva 
tage that the efficiency curve of the Multiclo 
portion complements that of the Cottrell porti 
— therefore the overall CMP efficiency remai 
practically uniform at all boiler loads. 


At low boiler loads the recovery efficiency of 
the Cottrell is highest, while that of the Multi- 
clone reaches its maximum at high boiler loads. 
But, by combining the two types of equipment 
into a single CMP unit, the efficiency curve 
remains almost flat whether the boiler load is 
low or high. 


With CMP equipment, even small utility co 
panies can now afford adequate fly ash recover 
However, it is important to remember that ful 
benefit of the CMP principle can be obtained onl 
by a proper balance between the mechanical anf 
electrical sections to fit the individual requiremen 
of each individual installation. And no organizatiof 
is better equipped to provide this critical “know 
how” than the organization that provides integrate 
responsibility for Cottrell, Multiclone and CMI 
methods... the Western Precipitation Corporation 



















































D MANUFACTURERS OF EQUIPMENT FOF 





WEST NINTH STREET, LOS ANGELES 15, CALIFORNI 
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| ioe CHARLESTON GROUP: United Fuel Gas Company, Atlantic Seaboard Corporation, Amere Gas Utilities Com- 

pany, Virginia Gas Distribution Corporation, Big Marsh Oil Company, Central Kentucky Natural Gas Company; 
|FORNI COLUMBUS GROUP: The Ohio Fuel Gas Company; PITTSBURGH GROUP: The Manufacturers Light and Heat 
1.E., Atlant pany, Binghamton Gas Works, Cumberland and Allegheny Gas Company, Home Gas Company, The Key- 
g., Montre on Gas Company, Inc., Natural Gas Company of West Virginia; OIL GROUP: The Preston Oil Company. 
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© The Columbia Gas System 
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You may find 
a fresh approach... | 





Tackling utility company problems daily .. . 
maintaining close and continued contact with 
the financial world gives us an understanding 
of the complex field of utility financing and L 


investor relations which may be of help to you. | Ln 














A fresh approach to the problem you are 
now studying may be suggested by a talk with 
us. Call Public Utilities Department at Digby 
4-3500 or write us at One Wall Street. 


IRVING TRUST COMPANY : 


ONE WALL STREET + NEW YORK 15,N. Y. 


Capital Funds over $123,000,000 Total Resources over $1,400,000,000 


WittiaM N. Enstrom, Chairman of the Board 
Ricuarp H. West, President 


Tr 
Public Utilities Department—Joun F. Cuitps, Vice President in Charge ‘ 








MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION Pu 
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MACHINES 


offer you the only competition you can 
find in the Addressing Machine industry. 
Consult your yellow telephone book or 
write to The Elliott Addressing Machine 
Co., 144H Albany St., Cambridge 39, 
Mass. 


ADDRESSING 








REPRINTS 


of Feature Articles in 
Pustic UTILITIES FORTNIGHTLY 


Reprints of feature articles in recent issues of 
PUBLIC UTILITIES FORTNIGHTLY 
are listed here as a special service. 


The Need for Recognizing Fair Value 
by Paul Grady, March 18, 1954 


The Adjustment Clause, an Aid to Rate Regulation 
by Orrin S. Vogel, April 15, 1954 


Niagara Should Be Developed Through Private 
Enterprise 


by Homer E. Capehart, April 29, 1954 


Traffic Crisis—Is Subsidized Parking the Answer? 
by George W. Keith, April 29, 1954 





Public Relations Techniques 
by Harold Brayman, July 8, 1954 


Utilities’ Future in Latin America (Parts 1 & 2) 
by Herbert Bratter, July 8 & 22, 1954 





Prices for the above, as well as for reprints of other 
articles, will be supplied promptly upon request. Write to: 
Reprint Department, Public Utilities Fortnightly, Munsey 
Building, Washington 4, D. C. 
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AIR POLLUTION 


Industry Must Keep Abreast 
Of Atmospheric Conditions 


If you’d like to know how to check weather over 
your plant... day in and day out. . . chances are our 
experience can help you. 


Bendix-Friez offers you all in one package, your 
own weather station for your own exact location. 
(The height of your stack, terrain, etc., make a big 
difference! ) 

Accurate, meteorological Bendix-Friez instruments 
tell you the temperature, humidity, windspeed and 
direction, precisely. 

Seventy-seven years of continuous manufacture 
of precision instruments stands behind your challenge 
to air pollution. 

Offered to you too, is all of Bendix-Friez experience 
with others that could guide you to the solution of 
your air pollution problem. Write today. 











AEROVANE Indicates and records 
wind speed and direction. Recog- 
nized as “best all-purpose wind 
measurin; Re ay mers yet de- 

ised.” dily installed and 
easily maintained. 





205 €. 








HYGRO-THERMOGRAPH ‘ 
The leader in its field. Noted for 
precise accuracy and long-time 
dependabi ity. ortable, easy to 
operate. Widely used in labora- 
tories, factories and offices. 





42nd St., New York 17, N.Y.U.S.A. 





THIS IS 
SEPTEMBER! 


And this is the SPECIAL ADVANTAGE STICKER 
which dozens of companies are using this month 
on the front cover of Electrified Industry. —> 


Tue SPECIAL ADVANTAGES of electric 
service include: . . Convenience . . . Flexibil- 
ity .. Instant Starts ... Economy .. . Reli- 
ability . . Cleanliness . . . Good Regulation 
.. . Ability to take Overloads .. . and the 
Cooperation and Advice on Electrical Prob- 
lems which most power companies offer. 


Customers are reminded of you and of the 
SPECIAL ADVANTAGES of being on your 
lines. In addition your stickers help them 
route your messages to additional readers. 


Some companies make up stickers which 
carry their own slogan ( a good idea). Others 
have Reddy Kilowatt remind the readers that 
electric power is their willing servant. 





PUSH-BUTTON operation is the modern 
way to increase production and lower 
costs. Use automatic machinery and 
the reliable, low-cost electric service of 


OHIO EDISON COMPANY 





Poss to____. 














Power salesmen make friends for your 
companies and add to your “net divisable.” 
Years ago they decided that they needed help 
to overcome the effects of the competitive 
power, diesel-and-steam, agin-the-utilities 
magazines that they saw on their customers 
desks. They helped create the picture maga- 
zine which tells the true story that electricity, 
properly used, is worth many times its cost. 


They use this magazine to make 21¢ calls 
for them in between the $5 and $10 calls they 
make in person. 


By using Electrified Industry they are able 
to maintain better-than-ever customer contact 
and increase the net revenue of the utilities. 


ELECTRIFIED INDUSTRY ~ Todeayé Bistnest 


Martin Publications —- 20 No. Wacker Dr., Chicago 6 











‘ CLEVELAND 
[TO PITTSBURGH TO ATLANTA 


\ 60" | \31.35 





/ NEW YORK 
TO BOSTON 


hes 


f SEATTLE 
{ TO HOUSTON 


Long Distance Rates Are Low. These are the daytime Station-to-Station rates for the first three minutes. They do not include the federal excise tax 
Long Distance rates are even lower after 6 o'clock every night and all day Sunday. 


Long Distance quickly puts you in touch with just about 
anyone, anywhere. 


Ever. y move It eliminates “hit-or-miss” sales trips by arranging ap- 


pointments in advance. Helps you keep in regular touch with 
out-of-town customers. Clears up questions and complaints. 


vou make by Simplifies buying. Speeds deliveries. 


And because telephone contacts are friendly and personal, 


they help create a feeling of good will at both ends of the line. 
0 Ny C [) STAN [ To get more things done, more quickly, reach for the 
telephone. 


Long Distance Doesn’t Cost—It Pays 


Sa ves time We have some specific suggestions for the profitable use of Long 


Distance in Sales, Purchasing, Administration, Traffic, Produc- 


Or money tion, Engineering and Accounting. A call to your Bell Telephone 


Business Office will bring a representative to discuss them with you. 






BELL TELEPHONE SYSTEM 
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DLONEY POWER TRANSFORMER 
are at work... 





HEREVER electricity is transmitted and distributed . . . here 
in the United States, or in places far remote ... you will find 
Moloney Transformers and Regulating Equipment. An ever grow- 
ing market has been accepting and using our product since 1896. 
In all this time the name Moloney on a Transformer has come 
to mean that better performance and greater reliability can be 
expected of that transformer. We are proud of our reputation 


Moloney Power Transformers, engineered 


and proud of your confidence in us. and built to your specifications, are 
available in any Kva and voltage rating 


Our efforts in engineering, research and design are directed to- for utility and industrial applications, 
ward the maintenance of this leadership and the result is... a 


better product today ... an even better product tomorrow. 


MeE62-1 
er Transformers ¢ Distribution Transformers * Step Voltage Regulators 
¢ Load Ratio Control Transformers ¢ Unit Substations *« Network 


nstant Current Transformers * Capacitors « Transformers for Electronics 


MOLONEY ELECTRIC COMPANY 


SALES OFFICES IN ALL PRINCIPAL CITIES e FACTORIES AT ST. LOUIS 20, MO. AND TORONTO, ONT., CANADA 
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Thursday—16 


Public Utilities Association 

of the Virginias begins an- 

nual meeting, White Sul- 
phur Springs, W. Va. 


Friday—17 


Rocky Mountain Telephone 

Association ends annual 

convention, Salt Lake City, 
Utah. 


Saturday—18 


Maryland Utilities Associa- 
tion ends fall conference, 
Virginia Beach, Va. 


Sunday—19 


American Gas Association 

will hold annual convention, 

Atlantic City, N. J. Oct. 
11-13. Advance notice. 


ved 





Monday—20 


Arkansas Telephone Asso- 
ciation begins annual con- 
vention, Hot Springs, Ark. 


Tuesday—21 


Edison Electric Institute, 

Accident Prevention Com- 

mittee, ends meeting, Phila- 
delphia, Pa. 


Wednesday—22 


American Water Works 

Association, Ohio Section, 

begins annual meeting, Day- 
ton, Ohio. 


Thursday—23 


Southeastern Electric Ex- 
change, Engineering and 
Operation Section, begins 
meeting, Birmingham, Ala. 





Friday—24 


Oklahoma Utilities Associa- 

tion begins gas division 

meeting, Oklahoma City, 
Okla. 


Saturday—25 


United States Independent 

Telephone Association will 

hold annual convention, Chi- 

cago, Ill. Oct. 11-13. Ad- 
vance notice. 


Sunday—26 


American Water Works 

Association, Missouri Sec- 
tion, begins annual meet- 
ing, Jefferson City, Mo. 


Monday—27 


American Transit Associa- 
tion begins annual meeting, 
Pittsburgh, Pa. 








Tuesday—28 


Texas Mid-Continent Oil 
and Gas Association begins 
meeting, Dallas, Tex. 





Wednesday—29 


International Association of 
Electrical Leagues begins 
annual conference, Phila- 


delphia, Pa. 





Thursday—30 


Southern Gas Association 

begins transmission man- 

agement conference, Hous- 
ton, Tex. 





October 
Friday—1 
Michigan Association of 


Broadcasters ends confer- 
ence, St. Clair, Minn. 














Courtesy, The Washington Water Power Company 


Inside a Hydro Penstock 
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Efficiency versus Earnings in 


The Electric Industry 


One of the oldest and most challenging problems in the field of 

public utility regulation ts that of recognizing efficiency of man- 

agement in the fulfillment of its public service obligation. The 

statistical relationship between efficiency and earnings is thus one 

of fundamental interest to both management and regulators. This 

article demonstrates this relationship with the help of a graphic 
set of illustrative charts. 


By C. P. GUERCKEN* 


HE history of the electric utility in- 
dustry is a record of technological 
progress and achievement in which 
management has been the principal archi- 
tect and the customer the chief beneficiary. 
In spite of the tremendous pressure of 
inflation, which has affected the price of 
almost all goods and services, the electric 
utility industry appears to be the one ex- 
*Assistant to vice president, Ebasco Services In- 


corporated, New York, New York. For additional 
personal note, see “Pages with the Editors.” 


ception to this rule. Even in terms of cur- 
rent dollars the price per unit has shown 
substantial declines while in terms of con- 
stant 1939 dollars the customer has re- 
ceived a windfall of unparalleled propor- 
tions. The following comparison will il- 
lustrate this point with respect to residen- 
tial customers: 


Revenues KWH ¢/KWH 
$35.88 897 4.00 
60.08 2,169 2.77 
31.50 2,169 1.45 
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In other words, the residential customer, 
having increased his use 2.4 times, had a 
bill which was $4.38 less than the 1939 
amount while the unit price had declined 
63.8 per cent during the period. 

At the other end of the scale, a cus- 
tomer in the large light and power classi- 
fication had equally tangible benefits be- 
stowed on him. For example: 


Revenues KWH ¢/KWH 
$3,110 277,000 1.12 


6,580 652,000 1.01 
3,460 652,000 33 

While the per cent decline in the price 
per kilowatt-hour was less than in the case 
of the residential customer because of the 
greater application of fuel adjustment 
clauses, as well as some small upward rate 
adjustments, the fact remains that even 
in terms of current (or depreciated) dol- 
lars the average large industrial user paid 
10 per cent less per kilowatt-hour in 1952 
than he did in 1939, while in terms of 
constant 1939 dollars his cost per kilowatt- 
hour amounted to a fraction over half a 
cent, or a decline of 52.5 per cent from 
the 1939 level. During this period the net 
income (in constant dollars) of manufac- 
turers increased from $2.958 billion to 
$5.150 billion, or an increase of 74 per 
cent, while the consumer price index rose 


from 100 in 1939 to 190.9 in 1952. 


HE regulatory restraints and the re- 

sultant artificialities of pricing pol- 
icies have, to a degree, been reflected in 
the relative immobility of utility earnings 
and dividends as compared to their indus- 
trial counterparts. On Chart A (page 295) 
are shown the earnings and dividends per 
share from 1937 through 1952 of Moody’s 
24 utilities compared to the earnings and 


1 Adjusted to 1939 constant dollars, based on the 
Consumers Price Index. 
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dividends per share of 125 industrial cor- 
porations. 

On Chart B are shown the same rela- 
tionships in terms of constant 1939 dollars, 
while on Chart C these data are plotted in 
index form with 1939=100. (See page 
295.) 

Both dividends and earnings indicate 
that the utility industry has suffered se- 
vere losses in terms of constant 1939 dol- 
lar purchasing power. Thus, while utility 
dividends and earnings declined 32.4 per 
cent and 24.7 per cent, respectively, from 
the 1939 level, the equivalent industrial 
equities more than made up the devalua- 
tion of the dollar by rising 67.9 per cent 
and 73.3 per cent, respectively, over the 
1939 average. The same condition is ap- 
parent in the stock market appraisal of 
utility and industrial security prices. Based 
on a constant 1939 dollar of purchasing 
power, utility securities as represented by 
Moody’s 24 companies declined 33.7 per 
cent from 1939 to 1952, while the 125 
industrial equities rose 16.1 per cent dur- 
ing this period. 

While it is not suggested that utility 
earnings and dividends should have the 
same ability to counteract inflation, it is 
believed that the present disparity should 
be corrected. The record of the utility in- 
dustry for efficiency is such that an up- 
ward adjustment of earnings is justified 
both in equity and in law. It is the pur- 
pose of this analysis to consider the argu- 
ments which lead to this conclusion. 


AY examination of the major unit cost 

components of electric utility opera- 
tions based on current dollars, indicates 
a progressive rise which appears to be con- 
trary to the usual concept of declining 
incremental costs associated with electric 
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COMPARISON OF UTILITY AND INDUSTRIAL EARNINGS AND 
DIVIDENDS PER SHARE (IN CURRENT DOLLARS) 


UTILITY EARNINGS/SHARE 

UTILITY DIVIDENDS/SHARE 
--oOo INDUSTRIAL EARNINGS/SHARE 

INDUSTRIAL DIVIDENDS/SHARE 


DOLLARS 
= ba 


41 42 43 44 45 46 48 49 50 51 





| | | T CHART B | | | | I I 

t t t | COMPARISON OF UTILITY AND INDUSTRIAL EARNINGS AND 
UTILITY EARNINGS/SHARE DIVIDENDS PER SHARE (IN CONSTANT 1939 DOLLARS) 

———— UTILITY DIVIDENDS/SHARE 

——-—- INDUSTRIAL EARNINGS/SHARE ‘ an 
INDUSTRIAL DIVIDENDS/SHARE : 
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COMPARISON OF UTILITY AND INDUSTRIAL 
————_ UTILITY EARNINGS/SHARE EARNINGS AND DIVIDENDS PER SHARE 
———— UTILITY DIVIDENDS/SHARE ee 
Ronn ncneerere -— INDUSTRIAL EARNINGS/SHARE 
INDUSTRIAL DIVIDENDS/SHARE 


INDEX 19392100 


49 50 51 52 
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utility operations. On Chart Di: (page 
299) are shown the trends of the follow- 
ing elements of expense on a unit basis 
obtained from the FPC statistics for 
1952: 


1. Cost per kilowatt-hour generated 
rising from 2.1 mills in 1939 to a maxi- 
mum of 4.2 mills in 1949 and then de- 
clining to 3.3 mills in 1952. The increase 
of 1952 over 1939 amounts to 57 per 
cent. 

2. Production and transmission ex- 
pense (ex fuel) per kilowatt of capacity 
rising from $9.18 in 1939 to a maxi- 
mum of $15.95 in 1948 and then de- 
clining to $12.33 in 1952. The increase 
of 1952 over 1939 amounts to 34.4 per 
cent. . 

3. Distribution expense per customer 
rising continuously from $7.59 in 1939 
to a maximum of $13.05 in 1952. The 
increase of 1952 over 1939 amounts to 
72 per cent. 

4. Customer accounting expense ris- 
ing from $3.42 in 1939 to $4.88 in 1952. 
The increase of 1952 over 1939 amounts 
to 43 per cent. 


The foregoing data are, of course, dis- 
torted by inflation and to that extent they 
conceal managerial efficiency as well as 
the “progress of the art” of which the 
industry can be justifiably proud. 


ih the above unit costs are adjusted to 
constant dollars of 1939 purchasing 
power and to physical values in the case 
of costs per kilowatt-hour generated— 
namely, the pounds of coal or equivalent 
fuel per kilowatt-hour generated—the fol- 
lowing relationships and trends are shown 
on Chart Dez (page 299) : 


1. Pounds per kilowatt-hour declined 
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from 1.377 in 1939 to 1.097 in 1952. 
This represents a decline of 20.3 per 


cent. 
2. Production and transmission ex- 


pense (ex fuel) per kilowatt of capacity 
declined from $9.18 in 1939 to $6.04 in 


1952 or a decrease of 34.2 per cent. 
3. Distribution expense per customer 


fell from $7.59 in 1939 to $6.40 in 


1952, a decline of 15.6 per cent. 
4. Customer accounting expense per 


customers fell from $3.40 in 1939 to 
$2.60 in 1952, or a decline of 25.5 per 
cent. 


HE relationships of unit expenses 
shown on Chart De are especially sig- 
nificant in so far as they indicate the rela- 
tive technological advances made by the 
electric utility industry in its various de- 
partments. It is significant that the largest 
over-all decline took place in the total of 
the production-transmission function of 
the industry. While pounds per kilowatt- 
hour showed a decline of 20.3 per cent, 
the production and transmission expense 
(ex fuel) showed a much larger decrease 
of 34.2 per cent. On a weighted average 
basis, the over-all production-transmission 
expense showed a unit cost decline of 26.8 
per cent, or the largest of the three main 
operating functions of the industry. 
The smaller decline in the utilization of 
fuel can, to a degree, be attributed to the 
fact that in 1952 the industry, because of 
the rapidly rising demand for power, was 
still operating a substantial amount of old 
and relatively inefficient capacity which, 
under more favorable conditions, would 
not have been used. Had it not been for 
this, the increase in fuel efficiency would 
have undoubtedly been greater. In addi- 
tion, there has been some deterioration 
in the quality of fuel which also contrib- 
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uted in holding down the efficiency of fuel 


utilization. 
AS regards the decline in unit costs of 
production and transmission (ex 
fuel) it can be seen from Chart De that 
this expense exhibited not only the great- 
est improvement since 1939 but also the 
largest decline from the 1945 maximum, 
amounting to 45.7 per cent. 

Here can be seen the results of progres- 
sive management taking advantage of an 
ever-expanding market for an underpriced 
service of extremely high intrinsic value. 
This growing market has necessitated the 
use of increasingly larger units of capac- 
ity operating under conditions of continu- 
ously improving utilization. Not only have 
these units operated under high tempera- 
tures and pressures resulting in increased 
fuel economies, but in turn they have 
needed less man power not only because of 
increasing size but also because of higher 
reliability and progressively greater use 
of supervisory instrumentation and auto- 
matic controls generally. 

The second largest decrease is shown by 
customer accounting costs and amounts 
to 25.5 per cent since 1939. Again, as in 
the case of production, the continuous na- 
ture of operations, coupled with the use 
of improved accounting machines, has 


q 


3 


“THE history of the electric utility industry is a record of tech- 
nological progress and achievement in which management has 
been the principal architect and the customer the chief bene- 


succeeded in reducing the cost per cus- 
tomer. It is doubtful whether the actual 
increase in the number of accounts han- 
dled had as great an effect in decreasing 
costs as the “progress of the art.” There 
is reason to believe that advances in elec- 
tronic accounting will tend to lower unit 
costs even further. 

In the field of distribution progress has 
been slowest of any of the major expense 
groups. The relatively small size of this 
decrease, amounting to 15.6 per cent since 
1939, can be attributed in part to the lack 
of operational continuity or of repetitive 
functions and, as a consequence of which 
the utilization of labor and of materials 
and supplies has, of necessity, been lower 
than with either production or customer 
accounting. In addition, rising standards 
of service, the increasing use and diversity 
of appliances operated by residential cus- 
tomers, as well as the necessity for ex- 
panding into thinner territory, have all 
had their share in keeping improvements 
in distribution unit costs to more modest 
levels. 


HE whole question of distribution is 
not a problem which affects the utility 
industry alone. All segments of the econ- 
omy, whether they be manufacturing, 
agriculture, or the extractive processes, 


ficiary. In spite of the tremendous pressure of inflation, which 
has affected the price of almost all goods and services, the elec- 
tric utility industry appears to be the one exception to this rule. 
Even in terms of current dollars the price per unit has shown 
substantial declines while in terms of constant 1939 dollars the 
customer has received a windfall of unparalleled proportions.” 
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have had the problem of improving dis- 
tribution for their products on the one 
hand and controlling the rise in costs on 
the other. 

The very disparity between the cost 
trends of production and distribution has 
focused the attention of management on 
this large segment of operating expenses. 
It is here that the field for improvement 
is the greatest and the rewards commen- 
surate with the complexity of the problem. 

The foregoing analysis of operating ex- 
penses was merely a preliminary step to 
the determination of an index of opera- 
tional performance. This index would, in 
effect, be the reciprocal of the constant 
dollar unit operating expenses previously 
outlined. For example, in the case of dis- 
tribution expenses which is measured in 
dollars per customer, the performance 
index would be the reciprocal of it, or cus- 
tomers per dollars of expense, based on 
constant 1939 purchasing power. In effect 
then, the index will show the number of 
customers which one constant 1939 dol- 
lar can handle. These values were in turn 
indexed on a base of 1939=100. 

The three steps in this computation, 
indicated on Charts D1 and De, show the 
“raw” undeflated data of unit operating 
costs and the adjusted values based on con- 
stant 1939 dollars, respectively. On Chart 
E (page 301) are shown the reciprocals 
of data on Chart De. 

On Chart F (page 301) are shown the 
components of Chart E but in index form 
based on 1939=100. 


. composite performance index was 

then calculated as a weighted arith- 
metic average based on the participation 
of the four cost components in the total 
operating expenses of the industry for 
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each year. This over-all index is shown on 
Charts G and H (page 301). 

The general trend of the operational 
performance index shows substantial im- 
provement, especially in the postwar years. 
Because of the retarding effect of the war 
years the rate of growth from 1939 
through 1952 amounted to 2} per cent per 
annum compounded. However, in the six 
years from 1946 through 1952, the rate 
of growth amounted to 4} per cent per 
annum compounded. This latter rate of 
growth was primarily a combination of 
improved fuel efficiencies, as well as in- 
creased size of generating units going into 
service. 

The improvement in_ technological 
efficiency was particularly noticeable from 
1948 through 1951 when the ability of 
new postwar equipment to reduce costs be- 
gan to make itself felt. While the continu- 
ation in the improvement of the perform- 
ance index may not be as marked as it 
has been in the postwar period, the long- 
term trend from 1939 to date should cer- 
tainly be exceeded by a considerable 
margin. 


The Effect of Operating Efficiency on 
Earnings 
O* Chart H are shown the relationships 
of the performance index and the rate 
of return on the net original cost rate 
base at the end of the year. In this con- 
nection, working capital was computed on 
the basis of forty-five days of operating 
expenses (ex purchased power) plus ma- 
terials and supplies. The adjustments made 
by the FPC subsequent to 1950 make that 
agency’s figure unreliable for comparative 
purposes. 
The rise in the rate of return in the face 
of a slightly declining performance index 
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from 1942 through 1945 can, of course, 
be explained by the substantial plant 
“write offs” or accounting adjustments 
which took place in the face of only mod- 
erate increases in operating income. Thus, 
while the net plant decreased from 
$12.542 billion to $11.426 billion, or a 
decline of 8.7 per cent in this period, gross 
investment in new facilities increased ap- 
proximately $1.285 billion. At the same 
time, operating income increased from 
$744,000,000 to $833,000,000, or 12 per 
cent. This piece of accounting fiction pro- 
duced, of course, an apparent rise in the 
rate of return from a low of 5.8 per cent 
in 1942 to a high of 7 per cent in 1945. 

As the investment in plant increased 
during the postwar period (along with a 
decline in the amount of downward 
accounting adjustments), the rate of re- 
turn fell steadily from 7 per cent in 1945 
to 5.5 per cent in 1952, or a relative de- 
crease of 21.4 per cent. In this period, 
operating income increased 43.5 per cent 
while net plant increased 80.5 per cent, 
and the performance index rose 36 per 
cent. 


oe the foregoing relationships it is 
clear that the customer received sub- 
stantially all of the benefits and the in- 
vestor little, if any, of the increases in 
managerial efficiency, technological im- 
provement, and the increasing scope of the 
market resulting from regulatory under- 
pricing of electric utility service. 

The foregoing analysis, based as it is 
on nominal dollar earnings against a net 
original cost rate base, hardly tells the 
whole story of the erosion of utility in- 
come that has really taken place in 
terms of constant 1939 dollars. It is 
doubtful whether in 1952 a return ma- 
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terially in excess of 3 per cent on a present 
value rate base was actually earned by the 
electric utility industry. 

While it is not suggested that all the 
savings arising from improved operating 
techniques should accrue to the owners of 
the business, it would appear to be equi- 
table that at least a half (based on the 1939 
relationship) of the operating efficiencies 
previously described should flow through 
to the common stockholders. On Chart H 
is shown the effect of a 50-50 split where- 
in savings would be equitably divided be- 
tween customers and owners. Instead of 
the 5.5 per cent rate of return on the net 
original cost rate base actually earned in 
1952, the adjusted return which would 
give some recognition to increased oper- 
ating efficiency would only amount to 7 
per cent and that only on a nominal dollar 
rate base. In terms of an over-all rate in- 
crease this would amount to a rise of only 
11.2 per cent on the 1952 electric operat- 
ing revenues of the private electric utility 
industry. For a gain from 1939 to 1952 
of some 34 per cent in the performance 
index, an increase of only 11.2 per cent in 
operating revenues appears to be modest 
enough. 


HE record of the private electric util- 

ity industry for stability of earnings 
and dividends does not need any reitera- 
tion in this article. It is superior to that 
of the telephone utilities and far superior 
to that of manufacturing industry. How- 
ever, the inability of its earnings to par- 
ticipate in the general growth and expan- 
sion of the national economy as well as to 
offset inflation in its pricing policies 
(regulated as they are by statutes which 
were promulgated in periods of stable cur- 
rency) has been of considerable concern 





EFFICIENCY VERSUS EARNINGS IN THE ELECTRIC INDUSTRY 











iev U { CHARTS ~T rrr = , {| UY ' CGyanare ttt Fl 
IRECIPROCALS OF UNIT OPERATING COSTS RECIPROCALS OF UNIT OPERATING 
| “ewe FROM CHART Dp.) 9180 COSTS OR COMPONENTS 


‘ae ee f OF THE OPERATIONAL PERFORMANCE 
‘KWH/LB OF COAL 
Ui 


t ‘ “<J.8 160 i 
Pr? aa 


7 CUSTOMERS/DOLLAR OF 7140 ER ACCOUNTING 
7 {CUSTOMER ACCOUNTING 
HX | EXPENSE 








> 
=) 








| 








DISTRIBUTION 
weicwere” 


4. 


w 
i=] 











fx 
Oo —16 120 








"4 











> a 








wv 
° 


RODUCTION & TRANSMISSION 
EXPENSE (EX FUEL) 








~ 


OS ied 


4-7-7) 


~ 
i=] 








CUSTOMERS & KW PER DOLLAR 









































INDEX 19392100 “4 





W CAPACITY/DOLLAR OF PRODUCTION 
& TRANSMISSION EXPENSE (EX FUEL) TI 


mUSTRSRSRR ER 


37 38 39 40 41 42 43 44 45 46 47 48 49 50 51 52 37 38 39 40 41 42 43 44 45 46 47 48 49 50 51 52 






























































— 
Ww 
uw 


CHART G 
OPERATIONAL PERFORMANCE 


19392100 
=~ = VN 
wn Own Oo 


42 43 44 45 46 47 48 49 50 51 52 





ie) 
oO 


| | | CHARTH | 
COMPARISON OF OPERATIONAL PERFORMANCE OPERATIONAL INDEX 
L 4 i 4 


t- INDEX WITH ACTUAL —} 
AND ADJUSTED RATES OF RETURN ae 


— ADJUSTED RATE 


— Lt _-— 
PA Sn — TT 


; ae 


RATE OF i 


‘ 





[--) 
o 





© 
*y 


% RATE OF\RETUR 
~ 
° 





\ 





iy 
+ 
. 


















































SEPTEMBER 16, 1954 





PUBLIC UTILITIES FORTNIGHTLY 


to utility managements all over the 
country. 


ie essence of the Supreme Court’s 

Bluefield decision? was that utility 
earnings should be commensurate with 
earnings of similar enterprises having 
comparable risk characteristics. This de- 
cision, rendered as it was in 1923 when 
currency was stable, is probably more valid 
today than it was then, because of the 
additional problem of inflation. The trend 
of industrial earnings and dividends since 
1939 indicates their ability to overcome 
inflation through the pricing of a free 
market economy. Utility earnings and 
dividends, tied as they are to outmoded 
concepts of regulation, have suffered ma- 
terial damage, especially. as to the equity 
capital which was embarked in the enter- 
prise in earlier years. 

Since some correction to this trend is 
needed, an equitable method of doing this 
would be to split the benefits of technology 
and managerial efficiency, based on the 
performance index, equally between cus- 
tomers and owners of the industry. On 
Charts Ii and Iz (page 303) are shown 
the adjusted earnings and dividends per 
share, on an index basis, of the utility in- 
dustry compared to industrial earnings 
and dividends. That this increase is 
modest enough is shown by the fact earn- 
ings per share will rise to an index of 105 
or fractionally over the 1939 level while 
dividends will just return to that amount. 
This adjustment would necessitate an in- 
crease of only 11.2 per cent in electric 
operating revenues and would give the 
equity owners nothing more but a restora- 
tion of their 1939 position. While this 

2 Bluefield Water Works & Improv. Co. v. West 


Virginia Public Service Commission, 262 US 679, 
PUR1923D 11. 
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would be a step in the right direction it 
would be only one step on the long road 
leading back to a point where the utility 
investor can be considered a participant in 
the growth and expansion of the Ameri- 
can economy and where the present dis- 
crimination under which he currently 
labors would at least be partially lifted. 


AS interesting relationship can be seen 
in Chart J (page 303) in the trends of 
the performance index versus residential 
kilowatt-hour sales and revenues per cus- 
tomer and kilowatt-hour sales and reve- 
nues per ultimate customer. All revenues 
are based on constant 1939 dollars indexed 
to 1939100. The most important fea- 
ture which can be seen from this chart is 
the rise in the usage per residential cus- 
tomer and decline in revenues received. 
Thus, while in 1952 the index of use stood 
at 242 of the 1939 value, revenue was 
only 87.5. At the same time, dividends 
per share stood at 75 and the operational 
performance index at 134. The kilowatt- 
hour usage of ultimate customers, which 
in 1952 stood at 194, should be compared 
to the index of revenues of 84 in the same 
period. At the beginning of this article 
it was shown that the actual price received 
per kilowatt-hour of residential service 
amounted to only 1.45 cents in terms of 
1939 dollars or equivalent to an index of 
36.2. In other words, the residential cus- 
tomer received 142 per cent more service 
for a decline in unit price of 63.8 per cent. 
The foregoing is merely another indica- 
tion that utilities through the underpricing 
of their service have not been adequately 
compensated for the progressive rise in 
the operational index. 
The operations of the electric utility in- 
dustry should be compared not only to its 
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manufacturing and industrial counter- 
parts and the earnings which they produce 
but also to the productivity of the economy 
as a whole. 

It is believed that an equitable compari- 
son can be made based on the relationship 
of physical production per employee, based 
on the FRB index, in the case of manu- 
facturing and the index of performance as 
devised in this report for the utility indus- 
try on the other hand. Another compari- 
son for the economy as a whole would be 
that of the index of performance with the 
Gross National Product per labor force 
man year. 

From trends shown on Chart K (page 
303), it will be seen that the correlation 
of the three factors, especially after the 
war, is close and that the ‘performance of 
the utility industry is not out of line with 
either the FRB index per employee or that 
of the Gross National Product per labor 
force man year. 


O* Chart L (page 305) are shown the 
relationships of FRB index per em- 
ployee and the dividends and earnings per 
share of 125 manufacturing corporations. 
Similarly, Chart M (page 305) shows 
the dividends and earnings per share of 
200 corporations and the index of GNP 
per man-labor force vear all based on con- 
stant 1939 dollars. 

The comparison of these two charts 
with the previous charts showing the re- 
lationship of utility earnings and divi- 
dends per share, and the operational per- 
formance index of the electric utility in- 
dustry indicates that while the efficiency 
of the utilities is at least as good as that 
of all industry, dividends and earnings are 
neither commensurate with the industry’s 
performance nor with the earnings and 
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dividends of its manufacturing and indus- 
trial counterparts. In fact, it would appear 
that the greater the efficiency of opera- 
tions the lower the earnings and divi- 
dends. 

Thus, while dividends and_ earn- 
ings of manufacturing have far out- 
stripped the industry’s performance, espe- 
cially in the postwar period, the electric 
utility industry, operating as it does under 
the artificialities and restraints of the 
regulatory system, has not been permitted 
even to recoup inflationary losses, let alone 
overcome them the way industrial earn- 
ings have done. 


HE classical concept of regulation of 

public service industries is that the 
regulatory process is a substitution for the 
competitive market conditions which rule 
the major portion of the free enterprise 
economy. 

Again, under the equality of risks and 
earnings theory, as enunciated by the 
Supreme Court in the case of the Blue- 
field, United Railways,® and Hope’ cases, 
it is clear that the substitution of regula- 
tion for competition has, as a practical 
matter, fallen far short of the principles 
which the court has promulgated. 

A major element of risk to any business 
is an economic depression. In the long 
run, the interdependence of the vari- 
ous segments of the economy is such that 
no single part can resist a severe depres- 
sion for very long, and the electric utilities 
are no exception to this rule. 

While the diversification of revenues, 
the more essential need, and the under- 
pricing of utility services are such that the 


8 United R. & Electric Co. v. West, 280 US 234, 
PURI1930A 225. 

4 Federal Power Commission v. Hope Nat. Gas 
Co. (1944) 320 US 591, 51 PUR NS 193. 
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effect of a depression is delayed compared 
to industrial enterprises, in the long run it 
cannot be avoided. 

On the other hand, the data shown in 
the report demonstrate that the utility in- 
dustry has not participated in the expan- 
sion of the economy, either from the point 
of view of earnings or dividends, while 
the value of service supplied to the cus- 
tomer has grown from year to year. 

Furthermore, there is no reason to be- 
lieve that the utilities will receive any spe- 
cial consideration from the commission 
during an economic recession, and conse- 
quently it would appear that the industry 
cannot lay something aside for “the rainy 
day” under the present system of regu- 
lation. 

This article has dealt with only one 
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phase of operational economics; namely, 
that which arises from _ technological 
progress and is in turn dependent on 
progressive and forward-looking manage- 
ment. To that extent the suggested rate 
adjustments, based as they are on industry 
averages, reflect only a portion of the total 
increases needed to bring utility earnings 
in line with the rest of the economy. 


Wwe the foregoing analysis of oper- 
ational efficiency is preliminary in 
nature it is highly important and one 
where little research has been done. 
The recognition of managerial effi- 
ciency is embedded in the regulatory 
theories of this country. In 1923 the 
United States Supreme Court in its fa- 
mous Bluefield decision said in part “The 
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return should be reasonably sufficient to 
assure confidence in the financial sound- 
ness of the utility and should be adequate, 
under efficient and economical manage- 
ment, to maintain and support its credit 
and enable it to raise the money necessary 
for the proper discharge of its public 
duties.” (Emphasis supplied. ) 

Commissions have generally taken pains 
to recognize the importance of good 
management; thus the Federal Power 
Commission in its opinion on the Safe 
Harbor Water Power Corporation in 
1940° in listing the factors to be consid- 
ered in the determination of the rate of 
return said, “The return should reflect, 
among other things, due recognition of 
efficiency or lack of efficiency in manage- 
ment. The future prospects of the utility, 
its taxes and development, the potential 
stimulation from reduced rates, and the 
character of the service should be con- 
sidered.” 

At the state level, the Vermont Public 
Service Commission in its order on the 
Green Mountain Power Corporation in 
1933° said, “The efficient and economical 
operation of any utility should result in 
two benefits, first to the ratepayers in 
lower rates and to the utility in a larger 
return, for either ratepayer or utility to 
reap the entire benefit” is unjust. 


A excellent over-all commentary on 

this subject was made by Dr. Clyde 
Olin Fisher, former chairman of the 
Connecticut Public Service Commission, 
when, writing in the Pusiic UTILITIES 
ForTNIGHTLY of July 19, 1945,” he said: 


534 PUR NS 21. 


6 PUR1930B 171. See also the Wisconsin com- 
mission decision in City of Two Rivers v. Com- 
monwealth Teleph. Co. 70 PUR N SS. 


An almost entirely neglected aspect 
of regulation is financial recognition of 
high efficiency. Commissions have fre- 
quently asserted that a given return was 
appropriate because of the efficiency or 
inefficiency, as the case might be, of a 
given management. Such generaliza- 
tions, in the absence of objective data, 
are something short of convincing. Pos- 
sibly one of the greatest needs in the 
regulatory technique at the present 
time, if scientific procedure is to be 
substituted for general impressions, is 
the formulation of objective standards 
by which quality of performance can be 
measured. No such standards now are 
available, standards which are essential 
if it be desirable to give incentive to 
progressive management. Does _ the 
absence of performance recognition 
open the door to the weaknesses of the 
“cost-plus” contract with all the abuses 
that characterize such? Have the wide 
margins set by regulation of the past 
protected us in a measure from the 
losses of efficiency inherent in this cost- 
plus plan? But regulation of the future 
must be more precise, and with the de- 
velopment of greater accuracy and sci- 
entific findings it may be considered 
good policy to reward efficiency where 
demonstrated. 

A review of commission decisions 
and other pronouncements indicates 
the compelling necessity for a more 
thoroughgoing study and analysis of 
the rate of return than has ever been 
made to date. 


It is believed that the analysis presented 
in the foregoing article is a step leading 
in this direction. 


7“Another Look at the Utility Rate of Return.” 
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What Does the New Atomic 
Energy Law Mean: 


The new Atomic Energy Act contains provisions 
which will have a far-reaching effect on the future 
relationship of atomic energy development and the 


electric power industry. This article also covers im- 

portant facts dealing with future licensing of power 

plants by publicly and privately owned utility agencies 
using the nuclear reactor fuel. 


By THOMAS P. SWIFT* 


N the wee small hours of a hot summer 

night the U. S. Senate chamber pre- 

sented a most unusual spectacle. A 
single Senator, Wayne Morse (Independ- 
ent) of Oregon, droned away through the 
night hours while another Senator sat fit- 
fully dozing in the presiding officer’s chair. 
The place was otherwise deserted except 
for several sleepy page boys and a handful 
of drooping spectators in the gallery. Out 
in the darkened corridors and cloak rooms 
other Senators talked and smoked and 
some even reclined on cots, ready for the 


; “*Utility news analyst, The New York Times, New 
York, New York. For additional personal note, see 
“Pages with the Editors.” 
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possible roll call which might put an end 
to their ordeal. 

The Senate was considering HR 9757, 
an amendment to the Atomic Energy Act 
of 1946. Already passed by the House at 
that point, the bill—comprising over 100 
pages—was ostensibly aimed at the fed- 
eral government’s tight war-born monop- 
oly over the complicated business of split- 
ting the nucleus of the atom to produce 
“atomic energy.” It also provides for the 
sharing or pooling of atomic information 
concerning both weapons production and 
peaceful applications with friendly foreign 
nations in the interest of world peace and 
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the national defense. All this would be ac- 
complished under the supervision of the 
Atomic Energy Commission, set up by the 
original McMahon Act of 1946, according 
to standards laid down by the new law. 


HESE objectives in themselves would 
seem to be commendable enough from 
the standpoint of the average American 
citizen. It was nearly a fortnight later be- 
fore the atomic energy bill, modified in 
some respects by a second House-Senate 
conference, was passed to the White 
House for the President’s signature. But 
one could have listened all night long to 
Senator Morse’s arguments, and all the 
next day, and the day after, to the argu- 
ments of his colleagues of the opposition 
without learning the real basis of the stub- 
born effort to block passage of this bill. 
The truth of the matter seems to be that 
all of the Senators themselves did not have 
the same reasons for opposition. 
Certainly it was not the international 
agreement part of the bill. Offhand that 
might seem to be the most important part 
of all. But time after time Democratic 
Senators Gore and Kefauver of Tennessee, 
Humphrey of Minnesota, and Lehman of 
New York pleaded with the Republican 
leadership to split the bill and send the in- 
ternational provisions through as separate 
legislation. Majority Leader Knowland of 
California merely shook his head, knowing 
full well that such a course would doom 
the chances of the rest of the bill. 


: one arguments all appeared to revolve 
about four provisions of the bill: (1) 
whether the AEC should be allowed to go 
into the business of building and operating 
atomic power plants along the lines de- 
veloped and expanded during the past two 
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decades by the Tennessee Valley Author- 
ity in the electric power field; (2) whether 
the AEC should be permitted to contract 
with privately owned utility companies for 
the building and operation of power plants 
in the immediate future to supply elec- 
tricity to TVA to replace TVA power re- 
quired in other areas by the AEC; (3) 
whether private company participation in 
commercial atomic developments should 
be allowed to take out patents covering in- 
ventions or discoveries made during the 
course of their operations; (4) whether 
other public agencies—federal, state, local, 
or co-operative—should be granted a 
priority over private companies in the 
purchasing of power from AEC plants or 
in the obtaining of licenses from AEC to 
build their own atomic power plants. 

Some of these points might strike the 
casual observer as pretty small compared 
with the over-all importance of the bill. 
Why, then, the furious eleventh-hour bat- 
tle by a minority of the Senate in the face 
of an overwhelming majority vote in the 
House—a battle during which the fate of 
the bill hung in the balance for several 
days? Some Senators, notably those from 
the Tennessee valley area, were doubtless- 
ly influenced by the local popularity of 
TVA entrance of the federal government 
into the power business. 


7 proposal in the bill to let private 

power companies, just across the Mis- 
sissippi from Memphis, supply power to 
TVA for the account of the AEC (instead 
of letting TVA build up its own produc- 
tion as in the past) had brought anguished 
cries from that valley, blessed by fed- 
eral spending. The power proposal had 
been denounced heartily in the local press 
as a “plot to destroy TVA.” Conversely, 
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Democratic Senators from Arkansas, in 
which the new plant would be built, 
welcomed the advent of such an important 
enterprise. 

Then, too, there may have been partisan 
political reasons for blocking an adminis- 
tration’s legislative program which was 
destined to play an important part in the 
congressional elections in the fall of 1954. 
Some of the opposition had counted 
heavily on the charge of a “do-nothing 
Republican Congress”—an issue which 
former President Truman had successfully 
exploited in 1952 with reference to the 
80th Congress. 


B” if one wanted to probe beneath the 
surface of such local or political over- 
tones, there could be no doubt about the 
real basis for the opposition. Leland Olds, 
former chairman of the Federal Power 
Commission, who was denied confirmation 
for renomination to that commission on 
ideological grounds, states his understand- 
ing of it very honestly and succinctly. 
Writing in the leftist magazine The 
Nation (issue of July 17, 1954), Olds 
stated that “If it should become law in its 
present form it would unquestionably 
prove the most far-reaching piece of legis- 
lation in its effect upon our social order 
of any in recent times. At stake is the 
question of who shall control the ushering 
in of the atomic age.”’ 
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We get the same impression from an- 
other magazine, far to the right of Mr. 
Olds’ position, the well-known McGraw- 
Hill publication Electrical World, which 
stated in its issue of August 23, 1954: 
“For electric utilities, the measure sent to 
the White House last week already ranks 
as the most significant power legislation 
enacted by the Republican 83rd Congress. 
History may rank it as the most important 
of any legislation handled by the departing 
lawmakers.” 


). considering the text of the new 

law, it must be borne in mind that 
atomic energy, /in the opinion of most ex- 
perts, is bound to have a terrific impact on 
the future, not only of the electric utilities 
but other fuel industries as well| These 
same experts may differ widely as to the 
time range when atomic power will be 
commercially competitive with conven- 
tional fuel-generated power. 

Estimates vary from less than ten to 
twenty years. One of the best-known ex- 
perts in this particular field, Walker L. 
Cisler, president of The Detroit Edison 
Company and chairman of the manage- 
ment committee of the Dow Chemical- 
Detroit Edison & Associates Atomic 
Power Development Project, said the new 
law will undoubtedly speed up atomic 
power development. “We trust that the 
performance of private industry may in 


“\.. the electric utility industry is confronted with the certainty 
of revolutionary change one day—ten or twenty years hence— 
when atomic energy will be the basis for most of our electric 
power supply. More than that! By tndustrial application of 
its heating by-product, atomic energy may well account for 
much of the nation’s heating, air conditioning, as well as power 
for light supply.” 
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the future demonstrate that it is entitled 
to the full confidence of the public,” said 
Mr. Cisler. 


N other words, the electric utility indus- 
try is confronted with the certainty of 
revolutionary change one day—ten or 
twenty years hence—when atomic energy 
will be the basis for most of our electric 
power supply. More than that! By indus- 
trial application of its heating by-product, 
atomic energy may well account for much 
of the nation’s heating, air conditioning, as 
well as power for light supply. This is ob- 
viously going to be very significant for all 
existing fuel industries: oil, natural gas, 
and coal. The present heavy investment in 
natural gas pipelines and in hydroelectric 
facilities faces the possibility of eventual 
economic dislocation before the end of the 
useful life of such facilities—although the 
experts disagree about that. Some claim 
that the change will be so gradual that 
existing facilities will be used up, while 
atomic plant facilities will be ushered in 
primarily as supplementary sources of 
power and heat. 

Any way you figure it, however, public 
utility companies, both gas and electric, 
may now be in about the same position as 
wagon makers and livery stable operators 
at the turn of the century. Through pru- 
dent adjustment to changing techniques, it 
may be quite possible for these industries 
to shift over into the new order of things, 
without serious loss and indeed with sub- 
stantial profit. One is reminded of the his- 
toric changeover which the old farm 
wagon manufacturer Studebaker made to 
the automobile field when the horseless 
carriage came into its own after the turn 
of the century. 

As a matter of fact, comparative 
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revolutionary changes have always been 
happening in this country. Under the com- 
petitive enterprise system, the transitions 
have been gradual and orderly. Some peo- 
ple lost money. A lot more made money. 
But, in any event, it did not cost the tax- 
payer anything. 


HIs era of transition could work out 

that way under the new Atomic 
Energy Act if private enterprise is per- 
mitted to occupy the commercial develop- 
ment field. People who now have their 
money in oil, coal, gas, and other lines 
which may be affected, would be able to 
switch over either their investment or the 
character of their operations to fit into the 
new pattern. 

On the other hand, if the federal gov- 
ernment or other forms of government 
enterprise are going to dominate the 
atomic development picture, it is quite 
likely that a government monopoly will 
develop and there will be little or no place 
for private enterprise. We have a good ex- 
ample of that, on a still limited scale, in 
the Tennessee valley where a federal 
monopoly in electric power supply has de- 
veloped. Historically, throughout the 
world, government in business generally 
makes short work of private enterprise 
competition, if it tolerates it at all. The 
so-called “yardstick” of yesterday becomes 
the expanding government bureau of to- 
day and the absolute service monopoly of 
tomorrow. 

And so the whole controversy boils 
down to a matter of ideological convic- 
tion. There are some perfectly sincere peo- 
ple in this country who are in favor of 
government monopolies. They point out 
that the federal government has invested 
billions in atomic development and that 





WHAT DOES THE NEW ATOMIC ENERGY LAW MEAN? 























Salient Provisions of the New Atomic Energy Law As 
Affecting Electric Utilities 


Atomic Bombs. Only the AEC pursuant to the direction of the President may 
make, possess, or deliver experiments with such weapons (§ 91) and all private 
parties are forbidden (§ 92) to engage in the same. 


Atom Power Plants—U. S. The AEC may produce energy for its own use or 
experimental purposes (§ 44) and sell surplus for public distribution. (See “Pref- 
erence Clauses.”) But it may not engage in such commercial sales except as an 
incident to its research or production operations. The construction of such demon- 
stration plants (§ 31a(4) ) would require specific authorization by Congress (§ 261). 


Atomic Power Plants—Licenses. The AEC may issue licenses for atomic power 
plant development for commercial use (§ 182), giving preference to high power cost 
areas and (in case of conflicting application) to public or co-operative bodies. 


Contracts for Electric Supply. The AEC may enter into contracts for the sup- 
ply of electric power directly for its own production or for replacement of TVA 
supply (§ 164), subject to 30-day review (but not veto) of such contracts by the 
congressional joint committee. Such contractors may not be directly reimbursed for 
federal taxes (§ 170). 


Preference Clauses. Public and co-operative bodies have a preference in the 
sale of surplus power produced by AEC incident to its experimental plants (§ 49). 
But private utilities may also purchase such power (§ 44). The price paid must be 
“reasonable and nondiscriminatory,” and subject to regulatory jurisdiction. But 
AEC will not itself regulate either the price paid or rates for sale to the public. 
Public and co-operative bodies also have a preference in case of “conflicting appli- 
cation” for licenses to build and operate atomic electric power plants (§ 182c). 


Patents. All nonweapon inventions may be patented under normal procedure 
(§ 152). But until September 1, 1959, they will be subject to compulsory licensing 
by AEC, which will also fix royalty fees. 

Regulation. Atomic power production for sale to the public in interstate com- 
merce shall be subject to regulation by the FPC under the Federal Power Act 
(§ 272). 

Research. Private research is encouraged (§ 33) under AEC licenses and 
regulation. 

Secrecy. The AEC will determine when and what data may be disclosed (§ 142) 
and provide security clearances as necessary. 
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this is “‘the people’s heritage,” and should 
remain in the public domain. 

Indeed, one of the witnesses before the 
Joint Committee on Atomic Energy, 
James Finucane, testifying for the Na- 
tional Council for Prevention of War, saw 
a definite threat in the possibility that 
privately owned utilities might be able to 
make atom bombs and that the proposed 
safeguards against such an abuse in the 
new law is only verbal. “Might not there 
arise,’ asked Mr. Finucane, “a larger, 
more sinster form. . . of ‘gunrunning to 
Cuba’?” In the same vein, Leland Olds in 
the July 10th issue of The Nation asked : 
“What would the atom bomb in the hands 
of private monopoly mean to the world’s 
future?” 

Such dark distrust of private industry, 
however, is currently shared by only a 
small and extreme minority. Ostensibly, 
Congress has settled the question of 
private industry participation in future 
atomic power development in passing the 
new law. The controversy, as stated be- 
fore, centered over wording in the act 
which might, in the future, be interpreted 
in such a way as either to restrict private 
industry participation or encourage an ex- 
panded government activity. 


Language of the New Law 


M° of the fireworks in the Senate’s 
consideration of the bill revolved 
about § 44, which gives the AEC authority 
to sell surplus power produced incidentally 
to the commission’s construction and op- 
eration of experimental atomic electric 
power plants authorized by § 31 (a) (4). 
This language contains not only a re- 
striction on AEC operations to the extent 
of confining them to research or experi- 
mental facilities, which also grants a so- 
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called “preference” for public power 
agencies to buy such power. In one of the 
earlier drafts of the bill, accepted by the 
House of Representatives, an attempt had 
been made to restrict this “preference 
clause” to a sale to public agencies “in so 
far as practicable.” The public power bloc 
in the Senate fought this stubbornly. And 
the House, worn out by two conferences 
and a threat of further filibustering, 
yielded. The words “in so far as practi- 
cable” were deleted. The public power 
Senators did not want the AEC to have 
any discretion in the matter. They wanted 
the preference to be absolute. 


HE importance of this “preference 

clause” language may be seen with 
reference to the history of somewhat anal- 
ogous language in the federal power legis- 
lation over nearly a half-century. It was on 
April 16, 1906, that Congress passed a 5- 
paragraph bill amending the Reclamation 
Act of 1902. Section 5 of that act stated 
that the Secretary of Interior may lease 
surplus power from irrigation projects, 
“giving preference to municipal purposes.” 
The origin of this phrase is obscure. There 


1 As finally enacted § 44 reads in text: “Disposi- 
tion of Energy. 1f energy is produced at production 
facilities of the commission or is produced in ex- 
perimental utilization facilities of the commission, 
such energy may be used by the commission, or 
transferred to other government agencies, or sold 
to publicly, co-operatively, or privately owned utili- 
ties or users at reasonable and nondiscriminatory 
prices. If the energy produced is electric energy, the 
price shall be subject to regulation by the appro- 
priate agency having jurisdiction. In contracting for 
the disposal of such energy, the commission shall 
give preference and priority to public bodies and 
co-operatives or to privately owned utilities provid- 
ing electric utility services to high-cost areas not 
being served by public bodies or co-operatives. Noth- 
ing in this act shall be construed to authorize the 
commission to engage in the sale or distribution of 
energy for commercial use except such energy as 
may be produced by the commission incident to the 
operation of research and development facilities of 
the commission, or of production facilities of the 
commission.” 
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were apparently no committee hearings 
held either in the House or Senate. The 
bill, as proposed in and passed by the Sen- 
ate did not even contain the preference 
provision. It bobbed up in the bill as re- 
ported by the House Committee on Irriga- 
tion of Arid Lands. The whole bill did not 
pertain to power but rather to irrigation. 
It is hard to believe that Congress at that 
early date intended the modest phrase 
“giving preference to municipal purposes” 
to have the far-reaching effect which it 
later enjoyed. 


B” from such a small beginning the so- 
called “preference clause” was ex- 
panded to include federal agencies, non- 
federal public agencies, state and local 
governments, and nonprofit co-operatives. 
It appears again and again in the TVA bill, 
the Bonneville Act, and, most important of 
all, in the Flood Control Act of 1944. 

Former Secretary of Interior Oscar 
Chapman interpreted the “preference 
clause” as being almost an absolute priority 
in favor of public bodies and co-opera- 
tives. 

Whether the use of similar language 
in the new Atomic Energy Act could be 
given such a strong interpretation as to 
build up a government empire in the atomic 
energy field probably depends on the com- 
position of future members of the AEC. 

It would seem plain enough that the 
AEC is restricted in its own construction 


q 
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and operation of atomic energy plants 
and the sale of power commercially to 
facilities developed as part of an ex- 
perimental research program. There is an 
express limitation on regular commercial 
operations. This does not sound offhand 
like a very broad charter. But federal 
agencies (as seen in the experience of 
build-up of federal power under the “pref- 
erence clause” interpretations) have been 
known to make great oaks of bureaucracy 
grow from some mighty small acorns of 
statutory authority. 


The Dixon-Yates Contract 


HE controversy over the so-called 

Dixon-Yates contract for private 
companies to build a power plant in West 
Memphis, Arkansas, is something else 
again. This contract drew the heaviest fire 
from President Eisenhower’s opposition. 
The AEC’s authority was substantially 
modified in the course of passage of the 
new law. 

Objection was made to a provision 
in the Dixon-Yates proposal relating to 
federal income taxes. The objection was 
sustained by a Senate vote on an amend- 
ment to the bill to prohibit direct payment 
or direct reimbursement by the AEC of 
federal income taxes paid by a contractor. 
The Senate-House conferees stated that 
it was not their intention to bar inclusion 
of federal income taxes in the base rate 
or cost structure of a commission contract. 


“Ir will probably be 1955 before the AEC will be able to thresh 
out even the preliminary routine problems involved in issuing 
the various forms of and regulations for filing application for 


licenses, etc. But it is clear that not only gas and electric utility 
industries but other fuel industries as well—coal and oil--have 
a new federal agency to follow and follow closely.” 
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As it finally emerged, the new law 
was substantially a victory for the admin- 
istration’s recommendation that AEC be 
given authority to conclude the Dixon- 
Yates contract and to make similar con- 
tracts in the future,® subject to a review 
(of such contracts) of the joint congres- 
sional committee. 

Pursuant to this provision, the Joint 
Committee on Atomic Energy scheduled a 
hearing for some time this month on the 
Dixon-Yates contract. The contract had 
become the center of a political dispute be- 
tween the Eisenhower administration and 
Chairman Stephen Mitchell of the Demo- 
cratic National Committee. 

The administration on August 21, 1954, 


2 Section 164 of the new Jaw provides: “Electric 
Utility Contracts. The commission is authorized in 
connection with the construction or operation of the 
Oak Ridge, Paducah, and Portsmouth installations 
of the commission, without regard to § 3679 of the 
Revised Statutes, as amended, to enter into new 
contracts or modify or confirm existing contracts 
to provide for electric utility services for periods 
not exceeding twenty-five years, and such contracts 
shall be subject to termination by the commission 
upon payment of cancellation costs as provided in 
such contracts, and any appropriation presently or 
hereafter made available to the commission shall 
be available for the payment of such cancellation 
costs. Any such cancellation payments shall be taken 
into consideration in determination of the rate to be 
charged in the event the commission or any other 
agency of the federal government shall purchase 
electric utility services from the contractor subse- 
quent to the cancellation and during the life of the 
original contract. The authority of the commission 
under this section to enter into new contracts or 
modify or confirm existing contracts to provide for 
electric utility services includes, in case such electric 
utility services are to be furnished to the commis- 
sion by the Tennessee Valley Authority, authority 
to contract with any person to furnish electric utility 
services to the Tennessee Valley Authority in re- 
placement thereof. Any contract hereafter entered 
into by the commission pursuant to this section shall 
be submitted to the joint committee and a period 
of thirty days shall elapse while Congress is in 
session (in computing such thirty days, there shall 
be excluded the days on which either house is not 
in session because of adjournment for more than 
three days) before the contract of the commission 
shall become effective: Provided, however, That the 
joint committee, after having received the proposed 
contract, may by resolution in writing, waive the 
conditions of or all or any portion of such 30-day 
period.” 
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released lengthy documents tracing the 
course of Budget Bureau and AEC 
negotiations with the Dixon-Yates com- 
bine. Under terms of the proposed con- 
tract, the AEC would buy 600,000 kilo- 
watts of power from Dixon-Yates, which 
would be distributed by the TVA to its 
consumers in the Memphis area to replace 
an equal amount of TVA power for the 
atomic energy plants. 

Release of the documents was in answer 
to a charge by Mr. Mitchell that the ad- 
ministration had not advertised for bids* 
on the project and had favored Dixon- 
Yates because the golfer, Bobby Jones, 
a close friend of President Eisenhower’s, 
had stock in the Dixon-Yates com- 
bine. Mr. Mitchell dropped the Jones 
charge after it was shown that the Presi- 
dent had no knowledge of the negotiations 
until long after Mr. Jones purchased his 
stock. But he renewed the no-bids charge 
in a later speech. 


rma emaig Cole (Republican, 
New York), chairman of the joint 
committee, said the AEC forwarded the 
proposed contract to his committee under 
terms of an amendment to § 164 of the 
Atomic Energy Act. As will be seen from 
the foregoing quoted text, this amendment 
authorizes AEC to sign such contracts. 
Any such contract, however, must be sub- 
mitted to the committee and thirty days 
must elapse before the contract can be- 
come effective. The committee may by 
resolution waive all or any portion of the 
30-day period. 

“The committee is thoroughly familiar 


8 For obvious reasons of national security AEC 
has always had and still has broad contractual au- 
thority without bidding restrictions unless expressly 
required. 
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The AEC Is Now a Hybrid Agency 


NTIL the enactment of the new atomic energy law, the AEC was, 
apparently an operating or administrative agency, set up to do the 


job of building atomic bombs and supervising construction, production, 
and research in connection therewith. But under the new law, AEC has a 
considerable amount of licensing authority, which would seem to put it 
into the category of a regulatory commission. The AEC thus emerges as 
a sort of hybrid agency, since it must perform new REGULATORY duties in 


addition to its old ADMINISTRATIVE duties.” 








with the course of negotiations followed in 
this matter,”” Chairman Cole stated in a 
press interview on August 23rd, “and has 
a general impression of the fairness and 
carefulness with which they have been 
conducted. 

Unless we find that the contract itself 
is less advantageous to the government 
than it seems to be, it is doubtful to me 
that the committee will feel that it is 
necessary to open up the whole field again. 
I don’t anticipate any reason for the com- 
mittee to disapprove the contract now.” 


N a way, the argument over the Dixon- 
Yates contract goes to the very crux 
of the basic struggle underlying the whole 


public power controversy over the atomic 
energy bill. True, there were distracting 
side issues: quibbling over construction 
cost, and questions about whether a rival 
bid from the so-called Von Tresckow 
group of New York has been given ade- 
quate consideration. There was also 
political criticism but less seriously enter- 
tained charges of undue influence and un- 
due haste. 


HE nature of the opposition to the 
enactment of the law can be seen in the 
series of amendments offered, during con- 
sideration of the bill. It can be seen in the 
delaying action, the filbustering and double 
joint conferences which almost killed the 
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bill. Most of all, it can be seen in the fact 
that even after public power bloc Senators 
had actually obtained acceptance by Con- 
gress of practically all of their objections, 
except an amendment to bar the Dixon- 
Yates contract, and after they hailed such 
concessions as a “great victory,” they pro- 
ceeded to vote against the bill on final 
passage. 

This final vote in the Senate was 59 to 
17, with no Republican Senators voting 
against the bill. The following sixteen 
Democrats, accompanied by the Inde- 
pendent Morse of Oregon, voted against 
final passage: Chavez (New Mexico), 
Clements (Kentucky), Gore (Tennessee), 
Hennings (Missouri), Hill (Alabama), 
Jackson (Washington), Johnston (South 
Carolina), Kefauver (Tennessee), Kerr 
(Oklahoma), Lehman (New York), 
Magnuson (Washington), Mansfield 
(Montana), Monroney (Oklahoma), 
Murray (Montana), Russell (Georgia), 
and Symington (Missouri). Democratic 
Senators Sparkman (Alabama) and 
Douglas (Illinois) were paired against 
passage of the bill. 


> on AEC’s explanation of its prefer- 
ence for the Dixon-Yates contract 
over the Von Tresckow proposal was that 
only the Dixon-Yates proposal was a firm 
offer with a stated maximum capital cost. 
They have created a new company organi- 
zation, Mississippi Valley Generating 
Company. It is affiliated with Middle 
South Utilities, Inc., of New York, a hold- 
ing company representing Mississippi 
Power & Light Company, Louisiana Pow- 
er & Light Company, New Orleans Public 
Service Company, and Arkansas Power & 
Light Company. It is also affiliated with 
the Southern Company, representing 


SEPTEMBER 16, 1954 


Georgia Power Company, Alabama Pow- 
er Company, Gulf Power Company, Bir- 
mingham Electric Company, and Missis- 
sippi Power Company. 

The companies thus comprise, for the 
most part, virtually all of the larger electric 
utility companies long established and now 
operating in the area, representing nearly 
160,000 stockholders in all sections of the 
United States. The rival organization had 
no such established utility connection, nor 
any comparable record for ability to con- 
struct and operate the necessary power 
facilities. Accordingly, the question of 
comparative ability to perform under any 
contract of the AEC was raised. Data re- 
leased by the Budget Bureau indicated 
that, the question of performance to one 
side, the cost of facilities from either group 
would turn out to be about the same. 

In any event, the construction cost of 
the proposed Dixon-Yates plant and re- 
lated facilities was estimated at $107,250,- 
000, and would be completed within three 
years. The main reason given by Chairman 
Cole for pushing the program was the time 
element. He said that cost of construction 
would be increased, to some extent, if 
there were further delay on starting the 
work. On the other hand, if preliminary 
ground construction, including a protect- 
ing levee, were commenced immediately, 
there should be no interruption of con- 
struction during the usual spring flood 
season next year. 


pz to the confirmation of Brigadier 

General Herbert D. Vogel to be chair- 
man of the TVA, there had been some 
conflict of opinion from that source as to 
whether TVA could do the job cheaper. 
But such comparisons of cost between a 
private and public power agency invariably 
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run into questions of hidden subsidies, 
such as tax exemption, use of interest-free 
funds, etc. 

The main point urged by the public 
power advocates was the fact that “the 
people,” meaning the federal government, 
would own the plant if it were built by 
TVA. Private investors would own the 
plant if it were built by a private company, 
and bear a great deal of the risk. 

In truth, that is exactly the real funda- 
mental difference! President Eisenhower 
has repeatedly demonstrated the philos- 
ophy of his administration to get the fed- 
eral government out of private business, 
or at least not to encourage its expansion. 
Public power advocates want the federal 
government expanded, in the power busi- 
ness at least, to the point of serious cur- 
tailment if not extinction of private enter- 
prise, although that aim is not usually 
frankly admitted. 


Licensing of Atomic Power Plants tn the 
Future 


NTIRELY distinct from the sensational 
but passing arguments over the build- 
ing of a conventional electric power plant 
to increase the TVA supply for the AEC, 
is the question of licensing by AEC of 
atomic power plants in the future, when 
their development makes such operations 
commercially feasible. 
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Here again we encounter the struggle 
between those who want developments and 
operations by government agencies and co- 
operatives to have a preference over 
similar activities by private companies. 
Chapter 16, § 182(c)* contains a “prefer- 
ence clause,” as in the case of § 44 (deal- 
ing with the disposition and sale of energy 
from atomic power plants developed by 
AEC itself). But the clause also contains 
an important limitation. The preference is 
only to be granted where there is an actual 
“conflict” of applications for atomic power 
plant licenses. 

As a practical matter, it is difficult to see 
how such conflicts could become a very 
common experience. Unlike applications 
for hydroelectric licenses granted by the 
Federal Power Commission, atomic power 
plant licenses will not have any inherent 
geographical limitations. After all, there 
are only a comparatively few hydroelec- 
tric sites in the country which are subject 
to economical development. But once the 
secret of commercially feasible atomic 


4 This provision is as follows: “The commission 
[AEC], in issuing any license for a utilization or 
production facility for the generation of commercial 
power under § 103, shall give preferred consideration 
to applications for such facilities which will be lo- 
cated in high-cost power areas in the United States 
if there are conflicting applications for a limited 
opportunity for such license. Where such conflicting 
applications resulting from limited opportunity for 
such license include those submitted by public or 
co-operative bodies such applications shall be given 
preferred consideration.” 


“PRESIDENT Eisenhower has repeatedly demonstrated the phi- 
losophy of his administration to get the federal government 
out of private business, or at least not to encourage its expansion. 
Public power advocates want the federal government expanded, 
in the power business at least, to the point of serious curtail- 
ment if not extinction of private enterprise, although that aim 
is not usually frankly admitted.” 
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power plants is mastered, there is no rea- 
son why they cannot be built any place, 
anywhere, at any time, subject only to 
technical safety requirements. 


“6 prey such circumstances conflicting 
applications for licenses could only 
arise where there were conflicting claims 
over service territory. In other words, the 
United States is already pretty well di- 
vided up between public and private power 
supply agencies. With service areas so 
well defined there would seem to be no rea- 
son for rival applications except in a few 
fringe areas where boundaries and market 
distribution responsibilities have not been 
worked out. Of course, in the event of 
political upheavals or a continued agitation 
for the development of rural electrifica- 
tion co-operative organizations, a certain 
amount of rivalry could undoubtedly con- 
tinue indefinitely. But compared with the 
electric service supply organization of the 
nation as a whole, such conflicts would 
seem to be of relatively minor proportion. 
It is more likely that conflict will arise 
between utility and nonutility agencies 
over the use of atomic power facilities. It 
is easy to see that continual refinement of 
atomic power generation facilities might 
give rise to demands of large industrial 
and manufacturing users of electric power 
for the ownership and control of their own 
generating facilities. How far down the 
line AEC would be willing to permit 
atomic licensing to go would depend on 
technical policy developments rather than 
ideological or political differences. 


O™ other aspect of the new atomic 

energy law is worthy of passing at- 
tention in connection with atomic power 
development. That is the amendment put 
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into the law by Senator Humphrey 
(Democrat, Minnesota) for regulation of 
licensee operations by the Federal Power 
Commission.® 

Actually this provision does not seem 
to be very important. The reason is that 
any interstate transmission for public sale 
of electric energy obtained from atomic 
power plants, or from any other kind of 
power plant, would automatically fall 
under the provisions of the Federal Power 
Act and become subject to Federal Power 
Commission regulation. There was some 
confusion, when the Humphrey amend- 
ment was first introduced, as to whether 
it might subject atomic power plant 
licensees to the licensing power of the 
Federal Power Commission under Part I, 
or the hydroelectric provision, of the Fed- 
eral Power Act. This would immediately, 
of course, subject the atomic licensee to all 
sorts of additional FPC regulations, in- 
cluding licensee accounting and possible 
recapture of plants and facilities by the 
federal government after fifty years. 

But even a casual comparison of the 
Atomic Energy Act with the Federal 
Power Act indicates that there is no basis 
for such a supposition. Atomic power plant 
licensees are under the licensing regulation 
of the AEC, not the FPC. Any other in- 
terpretation would result in hopeless con- 
flict of regulatory authority. It is clear, 
therefore, that the Humphrey amendment 
subjects the atomic power plant licensee 
only to the regulatory portions of the Fed- 
eral Power Act which covers the operation 

5 This appears in § 272, which is as follows: 
“Applicability of Federal Power Act. Every licensee 
under this act who holds a license from the com- 
mission for a utilization or production facility for 
the generation of commercial electric energy under 
§ 103 and who transmits such electric energy in 
interstate commerce or sells it at wholesale in inter- 


state commerce shall be subject to the regulatory 
provisions of the Federal Power Act.” 
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of electric utilities in interstate commerce, 
regardless of the source of the power 
generated. 


Role of the AEC 


i’ conclusion, some mention might be 

made of the changing character of the 
Atomic Energy Commission. There has 
been a good deal of misunderstanding 
about this, especially during the criticism 
of President Eisenhower’s request that the 
AEC consider the Dixon-Yates contract. 
It was charged that a majority of the 
AEC was opposed to the contract, but 
agreed to follow the President’s recom- 
mendation. Opposition Senators contend- 
ed that the AEC, as an independent regu- 
latory body, should not be subject to the 
orders of the President or to interference 
in policy matters. 

Of course, the new law expressly pro- 
vides for contracts, such as the Dixon- 
Yates proposal, so that particular argu- 
ment is no longer an issue. But prior to 
the passage of the law, it is very doubtful 
whether the AEC was an independent reg- 
ulatory commission, in the same manner 
of speaking as the Federal Power Com- 
mission or the Interstate Commerce Com- 
mission. 

As it was set up in the original Mc- 
Mahon Act of 1946, the AEC was essen- 
tially an operating commission, similar to 
the Tennessee Valley Authority. As such, 
under the U. S. Supreme Court ruling in 
the Morgan Case, 312 US 701, affirming 
115 F2d 990, its members were sub- 
ject to the direction of the President, even 
to the extent of removal at his pleasure. 
This distinction between an operating and 
a regulatory agency of the federal gov- 
ernment has an interesting history. Back 
in the early days of the New Deal, the late 
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President Roosevelt attempted to remove 
a member of the Federal Trade Commis- 
sion because of differences of policy. Suit 
was brought on grounds that the Presi- 
dent had no authority under the Constitu- 
tion to interfere with an independent reg- 
ulatory commission. This view was up- 
held by the U. S. Supreme Court in 
Humphrey’s Executor v. United States, 
295 US 602. 

Later, when President Roosevelt tried 
to remove a member of the Tennessee Val- 
ley Authority, another suit was filed. This 
time, the U. S. Supreme Court qualified 
its decision in the Humphrey Case by its 
decision in the Morgan Case. It made a 
clear distinction between a regulatory com- 
mission and an operating agency, holding 
that TVA was essentially an administra- 
tive body and that its directors were min- 
isterial rather than regulatory officials. 


NTIL the enactment of the new atomic 
energy law, the AEC was apparently 

an operating or administrative agency, set 
up to do the job of building atomic bombs 
and supervising construction, production, 
and research in connection therewith. But 
under the new law, AEC has a consider- 
able amount of licensing authority, which 
would seem to put it into the category of 
a regulatory commission. The AEC thus 
emerges as a sort of hybrid agency, since 
it must perform new regulatory duties in 
addition to its old administrative duties. 
Just what would happen if the Presi- 
dent tried to fire a member of the AEC 
under the new law? Such a case would 
probably have to go all the way to the 
Supreme Court for another decision. 
Meanwhile, the question of whether the 
President can make recommendations or 
issue directives to the AEC in carrying 
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out its duties, would seem to depend on 
the particular section of the act involved. 
For example, under § 91, which deals with 
the military application of atomic energy, 
the AEC cannot even make a move in the 
production or delivery of atomic weapons 
to the Department of Defense without 
“the express consent and direction of the 
President of the United States.” 


rene, it will be quite awhile be- 
fore all the wrinkles of the new act 
are worked out, section by section, even at 
the administrative level. After that will 
have to come clarifying regulations and in- 
terpretations, and inevitably court tests on 


more controversial features. It will prob- 
ably be 1955 before the AEC will be able to 
thresh out even the preliminary routine 
problems involved in issuing the various 
forms of and regulations for filing appli- 
cation for licenses, etc. But it is clear that 
not only gas and electric utility industries 
but other fuel industries as well—coal and 
oil—have a new federal agency to follow 
and follow closely. The advent of atomic 
power promises to make all the difference 
in the world in their operations. And the 
AEC will largely control the formation 
and development of guiding policies dur- 
ing this important period of development 
and transition. 





The True Meaning of the New Atomic Law 


. 4 pe stakes are high! Indeed, the new law passed by the 83rd Congress 
may well go down in history as the most important law that it enacted. 
For the day is coming when atomic energy will account for not only our elec- 
tricity but also our heating, lighting, air conditioning, and many other services 
now performed by public utilities using such conventional fuels as coal, oil, 
natural gas, or hydroelectricity. Obviously, the question of who should control 
the basic source of this magical Genie-of-the-lamp is an all-important one. 

“Our nation stands today at the gateway of a new era, comparable with the 
beginning of the industrial revolution of the nineteenth century. It might also 
be compared with the more recent dawn of modern utility services, with the 
inventions of Edison and Bell, and the Wright brothers, and the automobile. 
Would we today be able to boast of far and away the best and most utility serv- 
ices in all the world, if we had then taken the road of government monopoly 
followed by so many nations of Europe? It is a hard question to answer but 
the very comparison itself speaks volumes. 

“Today we have an even harder decision: whether to throw open this new 
frontier of the atom to pioneering development by private enterprise, just as our 
federal government threw open the public lands of the West to the homesteaders 
a half-century or more ago. Or, whether a federal government should hold fast 
to a monopoly born of war emergency and bury the golden talent of the tax- 
payers’ investment in the sterile confines of state management, planning, and 
restriction. That is the question posed by the new Atomic Energy Amendments 
Law of 1954!” 

—Excerpt from “Telephony Magazine,” 
issue of September 4, 1954. 
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The Utility Challenge to 


Saboteurs 


The recently adjourned session of the 83rd Congress passed an 
important law, known as the Defense Facilities Protection Act of 
1954. The purpose of this measure was to authorize the federal 
government to guard strategic defense facilities against acts of 
sabotage, espionage, or other forms or acts of subversion. Here is 
an analysis of the provisions of this legislation as they affect 


operating utilities. 


By T. N. SANDIFER* 


N the closing hours of the recently ad- 
journed session of the 83rd Congress, 
the so-called Defense Facilities Pro- 

tection Act of 1954 was finally passed by 
both chambers. Overlooked in the con- 
troversy over the proposed outlawing of 
the Communist party in related legisla- 
tion, were some provisions dealing with 
protection of public utility facilities during 
a war or emergency. 

Public utilities get new emphasis in this 
law to insure their safety and uninter- 
rupted operation in war, or even in any 
national emergency that would be declared 
by the President. 


; *Congressional correspondent, resident in Wash- 
ington, D. C. For additional note, see “Pages with 
the Editors.” 
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The whole concept of what constitutes 
a “utility” is, in fact, being expanded. 
Likewise the areas in which additional 
legal protection would be accorded them. 

The government now recognizes that 
bacteriological, radioactive, and other 
present-day means of attack hold particu- 
lar menace for a population that largely 
cooks its meals by gas or electricity, heats 
its homes the same way, cools its houses, 
offices, and industrial plants by artificial 
means, drinks water from man-made puri- 
fying facilities, and depends on rail and 
air transport, besides highways for move- 
ment of goods, and, in war, of troops and 
munitions. 

Old-line public utilities have been rec- 
ognized since World War I as prime en- 
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emy targets, and accorded protection that 
has varied with the times. They have like- 
wise stood well in front, when priorities 
were put on essential materials for opera- 
tion. 


ee of the existing laws on sabo- 
tage, however, has convinced the De- 
partment of Justice that these do not meet 
the need for modern-day protection of 
utilities of whatever kind, against bac- 
teriological or chemical sabotage. Accord- 
ingly, the Attorney General sent to both 
House and Senate, the drafts of proposed 
amendments aimed specifically at these 
langers. He stated that his request for this 
‘egislation does not contemplate any par- 
ticular instance, or threat ; he made it clear, 
nevertheless, that revelation of the poten- 
tialities in bacteriological and radioactive 
weapons in the hands of saboteurs spurred 
his request. He suggested, in fact, that 
“early action” is desirable on these drafts. 

These amendments, subsequently en- 
acted, specifically modernize Chapter 105, 
of Title 18, of the U. S. Code, relating to 
sabotage. Throughout, the language gears 
the tightened provisions to utilities of 
whatever nature directly serving war in- 
stallations, war industries, and related ac- 
tivities. The terms are drawn so broadly, 
however, as to cover virtually all public 
utility operations ; they do not modify any 
current provisions applying to old-line 
utilities, rather, these are tightened, and 
broadened in scope. 

The definition of a “war utility” is 
spelled out anew. In time either of war, 
or of a national emergency which could 
be declared by the President under the pro- 
posed revision, the definition would com- 
prise all electric light and power, all steam 
or pneumatic power, dams, reservoirs, 
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aqueducts, water and gas mains and pipes, 
related structures and buildings, telephone 
and telegraph plants; poles, wire, fixtures, 
wireless stations, and all related buildings 
and equipment. The definition applies spe- 
cifically to such facilities furnishing heat, 
light, power, communications, water, etc., 
to any war premises, to the armed forces, 
etc. It obviously would extend to all public 
utilities since, in so many areas, these 
interdependently service civilian and mili- 
tary or other defense activities. The defi- 
nition adds certain facilities. Airfields, air 
lanes, the installations for their operation, 
are now included. Furthermore, these are 
covered both in this country “and else- 
where.” The definition adds air condition- 
ing; with it, the water supply, power, 
equipment of whatever kind used for its 
operation, where it serves a defense 
activity. 

All transportation, of course, is covered 
in the revision, as are docks, bridges, ter- 
minal facilities of all kinds, vehicles, boats, 
and other material or equipment. 


HE law extends its penalties beyond 
actual protection of these various 
facilities. There is a new definition of “war 
material” and severe penalties would at- 
tach to deliberate production of faulty 
material, or of its destruction. As the law 
is redrafted, the various definitions are 
made interlocking; thus, under war mate- 
rial would come fuel intended for “or 
adapted to” use in defense or war, and the 
same commodity is included under a defi- 
nition of “national defense material.” 
Added to these definitions under the pro- 
posed changes would be air and water. 
The amendments go further than some 
provisions in the former law, and extend 
the protection accorded these various fa- 
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cilities beyond the shores of the United 
States; and, in addition, to similar facili- 
ties of any nation “associated” with the 
United States in a war, or against a com- 
mon enemy. Just how these latter provi- 
sions will be carried out is not described 
in the draft, and doubtless some further 
explanation will be in order as the acts are 
administered. 

The penalties would apply especially to 
such new forms of sabotage as contami- 
nation or infection, of war materials, war 
utilities, equipment, and related items, 
even in the course of production. 

“This proposed amendment,” said the 
Attorney General, as did the definition 
amendments, “contemplates the possibility 
of sabotage by radioactive, biological, or 
chemical agents.” 

The Emergency Powers Act extension 
of July 3, 1952, contains many of the 
proposed amendments, but only on a tem- 
porary basis. The Attorney General’s ac- 
tion would effect their permanent enact- 


ment into law. 
AS a side light on the recently enacted 
amendments, their language would 
appear to cut squarely across the matter 
of what to do with Communist-led, or 
Communist-inspired labor groups that 
might contain sabotage agents, or be the 
means of getting them into striking dis- 
tance of vulnerable utilities. Penalties for 
any of the violations enumerated in the 


q 
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amendments are so severe that assuming 
such agents were not weeded out before 
they could act, they have to be fanatical 
indeed, to carry out their plans. 

In this connection, the Attorney Gen- 
eral is still aggressively pushing for broad 
legalization of wire tapping, although the 
83rd Congress failed to act on that rec- 
ommendation. 

Already he has instigated liberalization 
of the present laws on wire tapping, which 
were picked up by a House committee but 
failed to get final action. These amend- 
ments would permit court use of wire-tap 
evidence in treason and espionage cases. 
We will probably hear more about them in 
the 84th Congress next year. 


HE Federal Communications Act of 

1934 specifically banned such inter- 
ference with private communications. In 
1941, first President Roosevelt, and later 
his then Attorney General, who is now a 
member of the Supreme Court, Justice 
Jackson, treated “monitoring of telephone 
communications” as it was called, on a 
basis of wartime expediency. A later At- 
torney General, Biddle, said he did not be- 
lieve wire-tapping authority should end 
with the emergency of the Second World 
War. In fact, every Attorney General 
over the past twenty-two years has fa- 
vored and authorized wire tapping by fed- 
eral officers in security cases, as the present 
Attorney General recalls. 


“In the closing hours of the recently adjourned session of the 
83rd Congress, the so-called Defense Facilities Protection Act 
of 1954 was finally passed by both chambers. ... Public utilities 
get new emphasis in this law to insure their safety and unin- 
terrupted operation in war, or even in any national emergency 
that would be declared by the President.” 
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+ mage the amendment on the subject 
for House action, the present Attor- 
ney General asked, “When will the enemy 
strike next? Who will be the next victim? 
What government secret will be stolen? 
Where are Communist fugitives hiding? 

“All these questions have been discussed 
freely over the telephone by Communist 
conspirators who were safe in the knowl- 
edge their own words could never be used 
against them in court.” 

Wire tapping, he concedes, has long 
been a matter of public concern, and even 
of “raging controversy.” 

Telephone companies apparently are 
confronting a new phase of this contro- 
versy shortly, if such a law ever becomes 
effective. However, the Attorney General 
has promised that use of wire-tap evidence 
will be confined solely to proceedings by 
the government against “those criminals 
who seek to subvert our country’s wel- 
fare.” 

As the proposed law was drawn, certain 
safeguards were thrown around the mat- 
ter of getting an actual wire tap, but the 
Attorney General indicated that he is 
somewhat impatient with proposals for 
obtaining a court order first. Secrecy of 
the wire tap, he holds, is essential. 

On this point, a task force of the com- 
munications industry field is working 
closely with the Business and Defense 
Services Administration on a general pro- 
gram of industrial defense. This program 
goes beyond any narrow phase of the de- 
fense situation, and is aimed at getting 
all vital defense industries in readiness 
against a future emergency. 

Representative technical groups from 
each of the industries concerned have 
been named, or are now being organized, 


to develop plant protection and procedure 
for maintaining vital operations and essen- 
tial production in event of enemy attack, 
sabotage, or even civil disaster. 

This latter, broad program of industry 
preparedness is apart from the series of 
legislative proposals which the Depart- 
ment of Justice has put before Congress, 
but all are related, in that they seek to 
meet the same general problem. 

Much of what the communications 
task group is doing is “classified” at pres- 
ent. However, it is studying the entire 
communications industry with respect to 
the essentiality and critical category of 
each phase. Protection of plant and equip- 
ment is an over-all segment of the group’s 
work in the field of postattack planning. 

The committee is not ready to report, 
as yet. In fact, some of its opposite-num- 
ber industry committees are still in the 
formative stage. 


i MING up, it is evident from the scope 

of legislation now in prospect or al- 
ready in law, that heat, light, and power 
facilities will be given protection against 
direct attack by germ warfare, damage of 
plant or equipment physically, disruption 
by faulty material deliberately contrived, 
or other sabotage; power dams, public or 
private, drinking water, and industrial 
reservoirs; public air-conditioning instal- 
lations; all forms of transportation, not 
only within the United States but where 
carrying U. S. and allied forces or mate- 
rial, abroad also; wire networks carrying 
communications or electric current; gas 
mains, pipelines; terminal facilities of all 
kinds; a broad category of buildings and 
premises, all will be accorded the protec- 
tion of a modernized legal fence system. 
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the Utilities 


Atomic Bill Becomes Law 
peo Eisenhower waited for his 

quick trip on August 30th back to 
Washington from his brief summer vaca- 
tion stay in Denver to sign the controver- 
sial Atomic Energy Amendments Bill of 
1954. Returning to the nation’s capital 
only for a few hours to address the na- 
tional convention of the American Legion, 
the President took the occasion at the 
White House signing to commend the 
legislation. 

Key provisions of the new law are de- 
signed to promote the development of a 
private atomic power industry. Other im- 
portant features clear the way for wider 
international co-operation in using atomic 
energy for war and for peace. The law 
also gives clear sanction to the controver- 
sial arrangement under which the Presi- 
dent ordered the AEC to buy private 
power from the Dixon-Yates utility group 
for delivery to the Tennessee Valley 
Authority. 

The President said the law will strength- 
en the free world’s security and speed the 
day when nuclear force “will be wholly 
devoted to the constructive purposes of 
man.” The law lifts the government’s 




















monopoly on atomic development, clear- 
ing the way for private industry to own 
and operate atomic power reactors. It also 
authorizes U. S. sharing of information 
on the uses of atomic weapons and the 
know-how of building atomic power 
reactors. 

The President signed the new law at a 
ceremony attended by members of the 
Atomic Energy Commission and of the 
House-Senate Atomic Energy Committee, 
which drafted the legislation. In a state- 
ment, the President said: “As I sign this 
bill, I am confident that it will advance 
both public and private development of 
atomic energy—that it will thus lead to 
greater international strength—and that 
programs undertaken as a result of this 
new law will help us progress more rapid- 
ly to the time when this new source of 
energy will be wholly devoted to the con- 
structive purposes of man.” 


EANWHILE, the controversy over the 
Dixon-Yates power contract con- 
tinued at the political level. Democratic 
National Chairman Stephen A. Mitchell 
criticized what he called continued delay 
in making public the surrounding circum- 
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stances concerning the proposal to have 
private interests build a power plant at 
West Memphis, Arkansas, to supplant 
TVA’s power needed for services direct 
to AEC at other locations. 

Representative Cole (Republican, New 
York), chairman of the Joint Committee 
on Atomic Energy, had originally sched- 
uled a hearing on the Dixon-Yates con- 
tract for September 2nd. Mitchell had 
been asked to appear and had accepted. 
But the September date was later canceled 
with the assurance that the committee 
would have a public hearing within a short 
time, possibly a week or ten days after the 
original date. 

Chairman Cole is anxious to get on with 
the Dixon-Yates contract, pointing out 
that, under the new AEC law, a majority 
of the committee may-agree to the con- 
tract for supplanting TVA power to be 
used by AEC without awaiting the full 
30-day review period. Cole says that his 
committeemen are, by now, familiar with 
the terms of the act and that speed is nec- 
essary to avoid delay in construction dur- 
ing the next spring flood season. He feels 
that such delay can be avoided if prompt 
approval of the contract allows the pri- 
vately owned utility group to begin pre- 
liminary work right away on a protective 
levee. 

Chairman Mitchell will doubtless be on 
hand to give the postponed hearings, when 
finally held, political color. 


* 
Phillips Ruling Still Causing 


Stir 

es continues to mount among 

natural gas producers over the so-called 
“price freeze” order of the Federal Power 
Commission. A number of petitions have 
been filed by gas-producing companies re- 
questing FPC to reconsider the orders 
issued on the basis of the U. S. Supreme 
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Court mandate resulting from the Phillips 
Petroleum Company Case. Main line of 
arguments note that the new FPC rules, 
in Order Nos. 174 and 174-A, were issued 
without hearings and that they exceeded 
requirements of the Phillips Case mandate. 

The names of some of the complaining 
gas producers were: Magnolia Petroleum 
Company, Ohio Oil Company, Humble Oil 
& Refining Company, American Repub- 
lics Corporation, Houston Oil Company 
of Texas, Union Producing Company, 
Gulf Oil Corporation, Gulf Refining Com- 
pany, George J. Darnelle of California, 
Tidewater Associated Oil Company, Kerr- 
McGee Oil Industries, Inc., Oil & Gas 
Property Management, Inc., and Llano 
Grande Corporation. 

One petition, filed with FPC by Conti- 
nental Oil Company, takes exception to 
the “retroactive” features of the FPC 
order. The company alleged that the order, 
issued without notice, nullifies valid con- 
tracts existing prior to the court order, 
compels violation of state conservation 
laws, and forces independent producers of 
natural gas to become regulated public 
utilities against their will. 


fe Continental Company suggested 
that the independent producers be per- 
mitted to continue gas sales under present 
contracts until the commission holds the 
“necessary” hearings and issues “lawful 
and proper” rules and regulations. The 
Texas Independent Producers & Royalty 
Owners Association also petitioned FPC 
for suspension of the orders, pending a 
hearing. TIPRO wants FPC to “deter- 
mine producer-by-producer whether they 
are, in fact, ‘natural gas companies’ within 
the meaning of the Natural Gas Act.” The 
association has more than 4,000 members, 
including 2,300 independent producers, a 
large percentage of the estimated 4,100 
total over which the FPC order seeks to 
extend jurisdiction. 





Wire and Wireless 


Communication 


AT&T Attorney Reviews 
Regulatory Trends 


HERE is a definite movement toward 

making some compensation for infla- 
tion in telephone rate cases. This is the 
optimistic conclusion of G. Wallace Bates, 
general attorney of the American Tele- 
phone and Telegraph Company, who re- 
viewed some recent developments in tele- 
phone regulation in an address to the Sec- 
tion of Public Utility Law during the na- 
tional convention of the American Bar 
Association in Chicago last month. 

The movement is certainly not without 
its dissenting voices, Bates admitted, but 
added that “when the states which have 
made such compensation during the past 
year are added to those which have taken 
similar action in previous years, the list is 
impressive.” Bates cited action taken in 
North Carolina and Delaware during the 
past year which in effect adds those two 
states to the growing column of “fair 
value” states. 

Viewed from the standpoint of the utili- 
ties, Bates continued, the movement has 
been much too slow and halting. The main 
reason for this is continued adherence by 
many regulatory commissions to the net 
investment rate base, he said. “In the past, 
proponents of prudent investment or orig- 


inal cost rate bases commonly contended 
that the rate of return could be increased 
or decreased with changing price levels and 
that consequently no adjustment in the 
rate base is necessary. Their contention 
was that only one factor should be ad- 
justed and not two. Thus, the Federal 
Power Commission in its brief in the Hope 
Case argued that with fluctuations in the 
price level, common stockholders may be 
adequately protected by adjusting the rate 
of return. While this contention regarding 
the possibility of adjustment in the rate of 
return was made by the proponents of pru- 
dent investment rate bases before substan- 
tial inflation had taken place, most of such 
proponents have recently been silent on 
that subject.” Bates continued: 


Even though the proponents of a 
changing rate of return to reflect chang- 
ing price levels have recently been si- 
lent, during the course of the last two 
or three years we have noticed a tend- 
ency for commissions gradually to in- 
crease the rates of return allowed in 
Bell system rate cases... . 


He cited recent cases in Oregon, Colo- 
rado, North Dakota, Rhode Island, and 
California as examples of this tendency. 


| ie acknowledged that the Bell sys- 
tem companies have suffered a num- 
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ber of unfavorable decisions. In Michigan, 
the commission denied the company’s 
claim for additional revenues to compen- 
sate for economic depreciation. The state 
supreme court in New Mexico, in a de- 
cision last May involving Mountain States 
Telephone & Telegraph Company, held 
that no single formula need be used in ar- 
riving at the rate base and declared that 
investors cannot be insured against the 
effects of inflation. A January decision of 
the New Jersey commission found that an 
average net investment rate of return is 
fair, thus adhering to its previous deci- 
sions. The latest large rate increase case, 
involving the New York Telephone Com- 
pany, found the state commission declar- 
ing that there is nothing in New York 
statutes or decisions which guarantees 
utility stockholders insurance against the 
effect of economic forces. 

With respect to regulatory lag, Bates 
sees some improvement. He stated: 


During the past year commissions 
generally have been more prompt than 
in earlier years in rendering decisions 
in Bell system rate cases. Several com- 
missions have rendered rate orders with- 
in three or four months of the time of 
filing for new rates. However, while 
there has been some progress on this 
score, during the past year we have had 
one decision which was not rendered 
until nineteen months after the case was 
filed. ... 


Such failures of the regulatory process 
are the exception rather than the rule, 
Bates said, although the average delay in 
obtaining relief is still a serious problem. 


tS ti setbacks and disappointments 

over the last year, Bates indicated 
that the Bell system will continue its efforts 
to secure recognition of the need for com- 
pensation of lost value in future rate cases. 
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FORTNIGHTLY 
REA-industry Group 


A JoInT telephone industry committee, 
created by the Rural Electrification 
Administration, will have its first meeting 
in Washington, D. C., in the near future. 
The advisory group, composed of repre- 
sentatives of both co-operative and com- 
mercial-type telephone borrowers, was or- 
ganized to confer with REA officials from 
time to time on problems of mutual inter- 
est to REA and its borrowers. 

The group includes nine independent 
telephone men, six co-op representatives, 
a Bell system engineer, a Wisconsin Pub- 
lic Service commissioner, and a communi- 
cations consultant. Names of the members 
are: L. E. Armfield, consultant, Fargo, 
North Dakota; Glenn Bergland, Winne- 
bago (Iowa) Co-operative Telephone As- 
sociation; John A. Brady, Sr., LaFourche 
(Louisiana) Telephone Company; Joseph 
K. Galloway, Winter Park (Florida) 
Telephone Company; James L. Capel, 
Champaign (Illinois) County Telephone 
Company; Warren B. Clay, president of 
the United States Independent Telephone 
Association; Daniel B. Corman, North- 
eastern (Kentucky) Telephone Company, 
Inc.; Ross Gault, W.E.G. Dial (Kan- 
sas) Telephone, Inc.; Walter Harrison, 
Georgia Electric Membership Corpora- 
tion; William C. Henry, Northern Ohio 
Telephone Company; J. Lee Keiger, Sr., 
Oldtown (North Carolina) Telephone 
System, Inc.; Orla L. Moody, American 
Telephone and Telegraph Company; 
Frank Richmond, Twin Lakes (Tennes- 
see) Telephone Co-operative Corpora- 
tion; Riggs Shepperd, Medina (Texas) 
Electric Co-operative, Inc.; Jack E. 
Smith, Mecklenburg (Virginia) Electric 
Co-operative; George P. Steinmetz, Wis- 
consin commissioner; C. J. Stover, Skagit 
Valley (Washington) Telephone Com- 
pany; C. A. Thiessen, Mid-Rivers (Mon- 
tana) Telephone Co-operative. 





Financial News 
and Comment 


By OWEN ELY 


New York Commission Refuses 
To Recognize Inflation Factor 


O* Angust 5th the New York Public 
Service Commission denied in full the 
application of the New York Telephone 
Company for an increase in rates in the 
amount of $68,850,000. The commission 
fixed as a rate base the original cost of the 
property less depreciation. It held that the 
company’s present earning rate (a little 
below 6 per cent) was within the “zone 
of tolerance” and that slight variations 
above or below this mark did not justify 
changes in rates. 

In connection with the rate base, the 
order indicated that tax accruals and other 
funds furnished by subscribers (repre- 
sented by current liabilities ) should be off- 
set against the requirements for cash 
working capital and the allowance for 
materials and supplies. 

The company had filed its request for 
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a rate increase of about 10 per cent last 
November and hearings were begun Janu- 
ary 5th. In reviewing the history of tele- 
phone regulation in New York state, the 
commission pointed out that rates were 
materially increased in 1930 after nearly 
ten years of litigation, but there was a re- 
duction of about $4,000,000 in 1936. The 
next decision was in May, 1950, when the 
company asked for $63,500,000 and re- 
ceived an increase of $48,500,000, or about 
11 per cent. In January, 1951, and subse- 
quently, another increase of $57,000,000 
was requested; the company initially re- 
ceived nothing, but later presented evi- 
dence of higher taxes and wages and re- 
ceived an increase of $20,700,000 (about 
5 per cent). Thus, rates now in effect are 
about 16 per cent higher than those in 
effect prior to World War II. 


HE commission held firmly to an 
original cost rate base, less accrued 
depreciation. The company had contended 
that a theoretical reserve requirement 
should be used rather than the actual re- 
serve, in order to recognize the changing 
value of the dollar. This idea had been 
rejected in a previous opinion (Case 14131 
at pages 17, 18, and also Case 15235 at 
page 9), and the commission would not 
change its view. 
The company contended that the word 
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“value” as used in the statute implied a 
fair value standard and offered a substan- 
tial amount of evidence in favor of using 
cost of reproduction as a basis for value, 
but the bulk of this testimony was ex- 
cluded. The commission remarked that this 
was the same problem considered in Case 
15235, and stated “it is inconceivable that 
the legislature of this state intended that 
telephone rates should be fixed on any dif- 
ferent standard than those of electric, gas, 
or water utilities.” 

The commission said it could not find 
any “occult or hidden intention” of the leg- 
islature with respect to the word “value” 
in the telephone statute. The company had 
urged that the telephone business is much 
more volatile than the electric power busi- 
ness, but the commission was not impressed 
with this argument, ‘holding that this 
strengthened rather than weakened the 
case for a fixed rate base. 

It also found (although opinions may 
differ in degree on this) that “the great 
majority” of regulatory commissions use 
an original cost rate base, the principal 
exceptions being states where the law re- 
quires some other standard. Even in the 
latter states, the opinion claims, the com- 
missions have given “very great weight” to 
original cost. 


A DECISION by the supreme court of 
Utah was quoted, in which the court 
held that while the local statute was en- 
acted in 1917 and at this time “constitu- 
tional substantive law required adherence 
to the fair value principle of rate making 
. the removal of the constitutional 
barrier erected by Smyth v. Ames un- 
leashed the power of the commission and 
permitted it to expand into fields previous- 
ly restricted by the earlier court decision. 
... It must be assumed that the legislature 
contemplated that the concept of that 
which is ‘just and reasonable’ might change 


SEPTEMBER 16, 1954 


with social trends.” This argument hardly 
seems to have current validity since the 
U. S. Supreme Court in its later decisions 
has given the state commissions wide dis- 
cretion as to their philosophy of rate regu- 
lation. The burden today rests on the com- 
missions themselves to determine the 
meaning of the word “value,” when this 
is not defined in the statute. A commission 
which refuses even to consider the element 
of inflation in the rate base and in operat- 
ing expenses is following a narrowly tra- 
ditional legislative philosophy. 


| i= commission’s arguments on infla- 
tion may be summarized as follows: 
First, the investment appeal of utility 
equities is largely based on the investor’s 
knowledge that he is “entitled to earn upon 
the dollars committed to the enterprise 
and that at no time will he be required to 
earn on a lesser amount than that of the 
investment actually made. Granted that 
the prospect of a price collapse is slight, 
who is so wise as to contend that cost levels 
will forever remain as high as in the early 
1950’s?” (In this connection it may be 
remarked that the commission has not al- 
ways adhered firmly to original cost. If 
we remember correctly, the idea of “pru- 
dent investment” as applied by Chairman 
Maltbie to the Consolidated Edison plant 
account resulted in a figure below original 
book cost. Moreover, the SEC has required 
the writing off or amortizing of large 
amounts “actually invested” by security 
holders, under the doctrine of “aboriginal” 
cost. ) 

Second, the danger of runaway inflation 
is now less than when the company last 
appeared before the commission. The com- 
mission admitted that “if inflation became 
completely uncontrolled, all the standards 
of the past would become outmoded and 
some new standard would be required, if 
the extinguishment of capital savings is 
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to be prevented. That point, however, has 
not been reached in this country.” The 
commission’s ideas regarding the relevance 
of the inflation argument appeared, to this 
observer, somewhat inconsistent. Thus, 
at one point it was argued that the investor 
is not entitled to “special protection 
against the loss in the purchasing power 
of his dollars committed to the enterprise. 


& 


. .. We find nothing in our statutes, or 
the reported decisions, which guarantees 
to the investor in utility equities insurance 
against results of economic forces or even 
the political policies of any national ad- 
ministration.” 

However, in another passage, the com- 
mission admitted that “in a rate case we 
must in like manner consider the cumula- 


ELECTRIC UTILITY STATISTICS AND RATIOS 


Operating Statistics Unit 

Output KWH—Total (June) 
Hydro-generated 
Steam-generated 

Capacity (May) 

Peak Load (May) 

Fuel Use (February) : Coal 

Gas 


Coal Stocks 


Customers, Sales, Revenues, and Plant (May) 
KWH Sales—Residential 


Commercial 
Industrial 
MOtal TCI. MISC 555.6 ocsce900s 
Customers—Residential 
Commercial 
Industrial 


Income Account—Summary (May) 


Revenues—Residential 
Commercial 
Industrial 
Total, Incl. Misc. Sales 
Sales to Other Utilities 
Misc. Income 
Expenditures—Fuel 
Labor 
Misc. Expenses 
Depreciation 
Taxes 
Interest 
Amortization, etc. ......... 
Net Income 
Preferred Div. (Est.) 
Bal. for Common Stk. (Est.) 
Common Dividends (Est.) . 
Electric Utility Plant (May) 
Reserve for Depreciation and Amort. .... 
Net Electric Utility Plant 


Life Insurance Investments (January Ist-August 14th) 
Utility Bonds ‘ 
Utility Stocks 

Per Cent of All Investments 


D—Decrease. NC—Not comparable. 


Bill. KWH 38.9 
Mill. KW 


Mill. Tons 9.3 
Mill. Mcf 107.8 
Mill. Bbls. 
Mill. Tons 45.3 


Bill. KWH 


Per Cent Increase 
Latest Latest Latest 
12 Mos. Month 12 Mos. 


451.6 r 9% 
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tive effect of current economic forces upon 
the company whose rates we are fixing. 
Certainly the investor considers these be- 
fore committing his money to the enter- 
prise. No doubt, there are investors who 
in times of inflation regard certain indus- 
trial stocks as a greater hedge against the 
perils of inflation than utility equities. 
Likewise, there are others who in times of 
declining prices regard utility investments 
as a hedge against deflation.” 


+ ens the commission held that, even 
granting the validity of considering 
reproduction cost in the rate base, this 
factor is becoming less important, since 
the ratio of reproduction cost to actual 
cost is now declining as a result of the flat- 
tening of the price curve, retirement of 
low-cost property, and’ large additions at 
current prices. While this argument may 
have some weight, it can be challenged 
whether it justifies the refusal of the com- 
mission to consider cost of reproduction 
as an element of fair value. It ignores the 
irretrievable reduction in earnings which 
is suffered by the corporation on the por- 
tion of the plant concerning which the 
disparity still exists and may seem much 
like a doctor refusing to prescribe for a 
patient, with the remark “he may soon be 
well anyway.” 

Fourth, the commission also held that 
“with the use of an investment rate base, 
the property account is rarely in dispute.” 
The commission did not want to venture 
into what it evidently considered the 
treacherous field of “fair value.” Other 
commissions have not hesitated to attempt 
the chore of setting up a fair value rate 
base through inclusion of reproduction 
cost estimates, based on established cost 
indices; the Ohio commission has made 
considerable progress in developing this 
technique. To contend that original cost 
is more accurate and more easily deter- 
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mined than fair value is not, on its face, a 
responsive reply to the contention that it 
is no longer a basis for “just and reason- 
able” rates. 

Fifth, the commission held that “value” 
is not innate but is an end result depend- 
ent on earnings, which in turn depend on 
rates. Hence, it contended, the process 
could not be reversed with rates being 
made dependent on value. It held that the 
value of a commercial property is usually 
measured by its capitalized prospective 
earnings. While utilities are not competi- 
tive in the usual sense, they compete for 
investment funds. “If the rates are fixed 
too low and the income is insufficient,” the 
commission remarked, ‘‘there will be a 
flight of capital from the telephone indus- 
try to other types of investment. The con- 
verse is equally true. ‘Value’ as used by 
the legislature is the end result and does 
not, as contended by the company, consti- 
tute the point of departure.” 

There might be some question as to 
whether the commission’s decision has not 
been a factor recently in making American 
Telephone and Telegraph stock slightly 
less attractive currently in investors’ minds 
than the stock of leading electric power and 
light companies; American Telephone 
yields (at 173) 5.2 per cent, while 
“growth” electric utilities yield about 4.1 
per cent, and the average recent yield for 
135 electric utilities was 4.9 per cent. It 
would, of course, be an exaggeration to 
call this a “flight of capital,” but investors’ 
current preference for stocks of the ele~ 
tric utilities seems evident. 


eer rate of return, the commis- 
sion adhered to the traditional 6 per 
cent rate as compared with the contention 
of company officials and expert witnesses 
that it is entitled to a return in the range 
of 7.75-9.20 per cent. Witnesses against 
the company assumed (directly or indi- 
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rectly) that the debt ratio could be in- 
creased to 45 per cent or more from the 
current ratio of 36 per cent (as compared 
with the company’s objective of 33 per 
cent. There was also a difference of opin- 
ion regarding dividend pay-out. Opposi- 
tion witnesses felt that about 80 per cent 
would be safe, but a company official con- 
tended for earnings which would permit 
a pay-out of only 65 per cent. 

The commission apparently felt that 
maintenance of the $9 dividend rate of 
American Telephone and Telegraph, which 
is the keystone of the Bell system’s fiscal 
policy and has enabled it to raise billions 
of dollars for construction of needed 
facilities, is not its concern. “It seems that 
the company asks this commission . . . 
to adopt a regulatory process which in- 
sures it and its equity investors... a 
complete protection against any loss which 
economic conditions may threaten. . . . It 
asks for its stockholders not only what is 
virtually a bondholders’ assurance of 
steady income, with more than twice the 
bondholders’ annual percentage, but also a 
hedge against inflation which is beyond the 
bondholders’ dreams. This is not our con- 
ception of the purpose of regulation nor 
... do we believe such a result possible. . . . 
We appreciate that a utility must earn an 
adequate amount to make its securities at- 
tractive in the current money market. 
When that test has been met our obligation 
in that respect has been discharged.” 


, I ‘HE commission stated that American 


Telephone and Telegraph wants to in- | 


crease its consolidated earned surplus (not 
including capital surplus) from about $17 
a share to $30 or $40, as a reserve to main- 
tain the $9 dividend; and at the same time 
to maintain a capital structure with debt 
not over one-third and stock about two- 
thirds. 

But the commission evidently considers 
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such a capital structure as a needless lux- 
ury. It pointed out that to obtain an extra 
$1 for AT&T dividends or surplus a sub- 
scriber’s bill would have to be increased by 
$2.30 for every such dollar, because of the 
inroads of income and excisetaxes. (There 
are about as many shares of AT&T stock 
as there are Bell telephones in service.) 
“If, however, the number of shares remain 
constant and the debt is increased, there is 
no dilution of surplus per share and the 
cost is the interest rate which is deductible 
for purpose of taxation and, therefore, 
only a small fraction of the cost of equity. 
... We appreciate, of course, that there 
comes a point when a debt ratio can be- 
come dangerously large. . . . Too high a 
debt ratio as a long-term policy may well 
be as expensive as a too low one. It is like- 
wise clear that the protection of the stock 
lies not alone in the surplus per share but 
in the ability to finance temporarily by ad- 
ditional debt, thereby accomplishing a tax 
saving which goes to the benefit of the 
common stock and prevents a further di- 
lution of the amount of surplus per share. 
It would appear that the basic error in the 
company’s position lies in the fact that each 
of the items for which it contends consti- 
tutes a safeguard as to the others, and 
that in the presentation it fails to realize 
their cumulative effect.” 

Thus, the commission’s most important 
argument appears to be that the company 
is ultraconservative in its policy with re- 
spect to capitalization. Rather than seek- 
ing higher rates it should endeavor to save 
taxes, by financing new construction 
through debt rather than common stock. 
Thus, the earnings per share would be au- 
tomatically increased and the company 
could build up its surplus more rapidly. 


= passing this judgment on the com- 
pany’s long-term policy, the commis- 
sion does not cite any analytical material 
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in its decision, to justify this conclusion. 
Obviously, a higher debt ratio would lead 
to greater fluctuation in earnings per share, 
although the average level of earnings 
would be somewhat higher. But it seems 
to this writer that the average buyer of 
telephone stock is mainly interested in the 
stability of earnings rather than the 
amount of surplus—since companies do 
not always avail themselves of surplus 
when earnings fail to cover dividends. 
Many investors have confidence in the sys- 
tem’s ability to maintain the $9 rate, but 
this confidence may be shaken if treatment 
by regulatory bodies is adverse. As a 
matter of fact, the share record has not 
been too reassuring : The $12.57 earned by 
the parent company in 1929 has never 
since been equaled and in over half of the 
last twenty-three years the company has 
failed to earn the $9 dividend. In the post- 
war period parent earnings have averaged 
only $9.19—an extremely small margin of 
safety considering the fact that this has 
been the most prosperous period in the 
nation’s history. The Bell system’s profit 
margin has steadily declined over the 
years. In 1929 the system was able to bring 
down to gross income (the amount avail- 
able for all investors) some 28 per cent of 
system revenues, but in 1953 the ratio was 
only 18 per cent. 


| gop the depression period of 1929- 
34 Bell system consolidated share 
earnings per American Tel & Tel share 
dropped nearly two-thirds (from $15.22 
to $5.96), and parent company earnings 
declined nearly one-half (from $12.57 to 
$6.52). If the company had financed with 
a high debt ratio (as some of the inde- 
pendent telephone companies did) it might 
have risked reorganization and certainly 
would have had considerable difficulty in 
maintaining its $9 dividend rate through 
the 1930’s. The commission’s decision 
seems unfair in not giving some weight to 


the inflation factor and in failing to recog- 
nize that in depression times, when the 
need for increased revenues is greatest, it 
is usually most difficult to increase rates. 
The New York Telephone Company on 
September 2nd filed a motion with the 
commission for a rehearing in the rate 


case. 
¥ 


Historical Trend of Electric 
Utility Sales and Revenues 


|e yomeny the period 1926-53 there has 
been a sharp increase in the propor- 
tion of residential and rural kilowatt- 
hour sales to total sales of electricity, as 
illustrated in the accompanying chart, 
page 333. The percentage distribution of 
revenues has shown less change, due to 
the continued decline in residential reve- 
nues per kilowatt-hour. The proportion of 
rural use gained rapidly during 1926-49 
but has declined in subsequent years. Fol- 
lowing are the comparisons : 
Percentages of U. S. Total 


Sales Revenues 

1926 1953 1926 1953 

Residential .... 12.2% 25.3% 31.5% 39.1% 
Rural 1.1 25 8 3.0 
Commercial ... 16.9 18.0 28.1 25:7 
Industrial 57.0 49.5 31.3 27.7 
4.7 8.3 4.5 


Total 100.0% 100.0% 100.0% 100.0% 





The decline in the use of electricity by 
“others” is due principally to the fact that 
electric trolleys have been gradually aban- 
doned in favor of busses; on the other 
hand, the use of electricity by public au- 
thorities increased from .4 per cent in 1926 
to 2.3 per cent in 1953. 

The increase in residential electricity, at 
the expense of other sales, has doubtless 
benefited the utilities, since it is generally 
assumed that there is a greater margin of 
profit in this business than in industrial 
sales, the latter sometimes being priced 
competitively. 
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BRS A RESET SS RRR: 
RECENT FINANCIAL DATA ON GAS UTILITY STOCKS 


Share Earnings* 
1953 8/25/54 Divi- Cur- Price- 
Rev. Price dend Approx. rent % In- 12 Mos. Earns. 
(Mill. ) About Rate Yield Period crease Ended Ratio 
Pipelines 
Alabama-Tenn. Nat. Gas . c 4.0% $1.37 3% June 
East. Tenn. Nat.Gas.... 9 — 54 26 Mar. 
Mississippi River Fuel ... 29 
Southern Nat. Gas — 
Tenn. Gas Trans. ...... 28 
Texas East. Trans. ..... 22 
wexns (eas Tfans........ 11 
Transcontinental Gas .... 


Averages 


Integrated Companies 
American Natural Gas .. 
Colorado Interstate Gas . 
Columbia Gas System .. 
Commonwealth Gas 
Consol. Gas Uul. ...... 
Consol. Nat. Gas 

El Paso Nat. Gas 
Equitable Gas 
Kansas-Neb. Nat. Gas .. 
Lone Star Gas 
Montana-Dakota Utils. . 
Mountain Fuel Supply .. 
National Fuel Gas 
National Gas & Oil 
Northern Nat. Gas 
Oklahoma Nat. Gas .... 
Panhandle East. P. L. .. 
Peoples Gas Lt. & Coke . 
Southern Union Gas .... 
United Gas Corp. ...... 


Averages 


Retail Distributors 
Alabama Gas 
Atlanta Gas Light 
Bridgeport Gas Light ... 
Brockton Taunton Gas .. 
Brooklyn Union Gas .... 
Central Elec. & Gas .... 
Fall River Gas Works .. 
Gas Service 
Hartford Gas 
Houston Nat. Gas 
Indiana Gas & Water .... 
Kings Co. Lighting .... 
Laclede Gas 
Minneapolis Gas 
Mississippi Valley Gas .. 
New Haven Gas 
Northern Illinois Gas .. 
Pacific Lighting 
Portland Gas & Coke ... 
Rio Grande Valley Gas .. 
Seattle Gas 
South Jersey Gas 
Springfield Gas Light ... 
United Gas Improvement . 
Washington Gas Light .. 
Averages 
Canadian 
18 S_ International Utilities ... 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, AND 
WATER UTILITIES 

Share Earnings*—— 
1953 8/25/54 Divi- Cur- Price- 
Rev. Price dend Approx. rent % In- 12 Mos. Earns. 
(Mill. ) About Rate Yield Period crease Ended _ Ratio 

Communications Companies 

Bell System 
Amer. Tel. & Tel. (Cons.) 173 
Bell Tel. of Canada .... 46 2 
Cin. & Sub. Bell Tel. .. 80 

Mountain States T.& T.. 119 6 
8 
7 








NS} 


$9.00 
00 


; $11.49** May 15.1 
4.5 


Dec. 19.9 
Dec. 14.7 
June 17.0 
June 16.1 
May 16.8 
Dec. 20.3 


17.1 


0 

60 

New England T. & T. .. 133 00 
Pacific Tel. & Tel. ...... 132 ; 


0 
So. New England Tel. .. 38 1.8 
Averages 
Independents 
Calif. Water & Tel. .... 19 $1.00 
Central Telephone 17 .90 
Florida Telephone 
General Telephone 
Inter-Mountain Tel. .... 
Peninsular Tel. 
Rochester Tél, ..65.000. 
Southeastern Tel. ....... 
Southwestern Sts. Tel. .. 
Telephone Bond & Share 
United Utilities 
Western Union Tel. .... 
Averages ........ 


Transit Companies 

Capital Transit 
Cincinnati Transit 
Dallas Ry. & Terminal .. 
Greyhound Corp. ....... 
Los Angeles Transit .... 
National City Lines .... 
Philadelphia Transit .... 
Rochester Transit 

St Goue PSA. occ 
win City RR. Te ose ciess 
United Transit 
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Water Companies 

Holding Companies 
American Water Works . 10 
New York Water Service 65 

Operating Companies 
Bridgeport Hydraulic ... 31 
Calif. Water Service ... 39 
Elizabethtown Water ... 119 
Hackensack Water 46 
Jamaica Water Supply .. 34 
New Haven Water 61 
Ohio Water Service .... 25 
Phila. & Sub. Water .... 52 
Plainfield Union Water . 
San Jose Water 39 
Scranton-Springbrook ... 18 
Southern Calif. Water .. 13 
West Va. Water Service 40 


Averages 
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A—American Stock Exchange. O—Over-counter or out-of-town exchange. S—New York Stock Ex- 
change. D—Decrease. *Earnings are calculated on present number of shares outstanding, except as other- 
wise indicated. **On average shares outstanding. #a—Two per cent stock dividend was also paid Decem- 
ber 30, 1953. (a)—Paid 4 per cent stock dividend. NC—Not comparable. 
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What Others Think 


Promoting More “Teamwork” in the Gas Industry 


: ew natural gas industry, like ancient 
Gaul, is divided into three parts. Un- 
til recently, the parts have been able to get 
along with only a modest amount of co- 
ordination necessary to carry out the nor- 
mal processes of bargaining and selling 
between producers, pipeline transmitters, 
and distributors. But with the advent of 
regulatory demands to bring all segments 
of the industry under closer control, it is 
apparent that more unification of purpose, 
understanding of mutual problems, and 
recognition of future opportunities is 
necessary. The need has been brought to 
a head by the decision of the U. S. Su- 
preme Court on June 7, 1954, in the 
controversial Phillips Petroleum Company 
Case. 

The mischief of the situation lies in the 
lack of understanding, if not actual hos- 
tility, which has shown up at the consum- 
ing end of the pipeline. Politicians in con- 
sumer states have hammered on the need 
for low prices at the producing end; those 
on the producing end have stressed the 
necessity for keeping up prices to sustain 
exploration and production expansion. 
Obviously, the industry’s over-all stake 
lies in co-ordination to (1) end any con- 
flict within itself; and (2) give con- 
sumers a clear picture of what is necessary 
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to keep gas flowing and to assure adequate 
supplies. 

With this primarily in mind, W. E. Wil- 
son, chairman of the Independent Nat- 
ural Gas Association’s public information 
program advisory committee, expounded 
INGA’s plan in its working details to a 
gas industry conference held last July in 
Omaha, Nebraska. Wilson paid tribute to 
related work done in the public informa- 
tion field by the American Gas Associa- 
tion. From the outset of INGA’s program, 
he said, representatives of AGA, the In- 
dependent Petroleum Association of 
America, the American Petroleum Insti- 
tute, the Southern Gas Association, and 
many others have been invited to sit in 
with INGA’s public information advisory 
committee and hear the plans and promises 
for the program. INGA’s advisory com- 
mittee has been named an industry liaison 
committee, whose job has been to work 
toward the goals of interindustry co-ordi- 
nation. 


1. is a significant reason why 
INGA’s public information program 
should be of interest to the entire industry 
and each individual company, Wilson said. 
The maturing, still growing natural gas 
industry has simply reached a stage of de- 
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velopment where it must consider many 
things other than immediate expansion, 
immediate rates, and immediate divergent 
problems. He explained: 


There has developed an unfortunate 
yet perfectly natural feeling on the part 
of many within each branch of the nat- 
ural gas industry to look upon their 
particular segment of the operations as 
the industry. It is quite apparent to me 
that it is essential in our own interest, 
as well as that of the public, that this 
widespread misapprehension be cor- 
rected through some effective means. 

In order to look ahead and plan for 
the future, the natural gas industry must 
learn to understand itself. By that I 
mean that the producers, the pipeliners, 
and the distributors, in their own self- 
interests, should understand what makes 
the others click. 

There can be no better way to bring 
about industry-wide understanding than 
through uniting our own efforts to in- 
form our consumers and the public gen- 
erally about our industry. In informing 
others, we learn to understand one an- 
other and our positions as integral 
parts of the interdependent industry. 


In developing a public information pro- 
gram that would have any chance of 
achieving the aims for which it was de- 
signed, Wilson said INGA started out on 
the basic premise that the public should be 
made aware of this simple, understand- 
able fact : “It is more in the public interest 
that adequate supplies of natural gas be 
available to the public at attractive prices 
than that inadequate supplies be available 
at bargain prices.” The most important job 
is to get this picture across to the general 
public, he stated. 


‘ ] ‘HE necessity for replacing supplies of 
natural gas by new discoveries must 
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also be emphasized every time there is an 
opportunity to do so, Wilson continued. 
“We know potential supplies of natural 
gas are great enough to meet the nation’s 
needs for a long time to come,” he said. 
“Even though this is a depletion industry, 
we can face the future with confidence on 
this score. But we also know that pro- 
ducers will not explore for supplies unless 
they have the incentive of profit.” He 
noted that in some parts of the country 
homes have been built without a chimney 
or other provision for the use of any fuel 
except natural gas. “Obviously,” he said, 
“anything that threatens the gas supply 
for these homes threatens this investment. 
Without question it is vital to the public 
for many reasons to have adequate, de- 
pendable supplies of natural gas available 
now and for the foreseeable future.” 


_ said he was quite aware of the 
fact that a large segment of the distri- 
bution end of the gas business has been 
viewing with alarm the rather drastic up- 
ward trend in the field prices of natural 
gas. The same may be said of a lot of peo- 
ple in the pipeline phase of the business. 
Such a feeling, he believes, is understand- 
able. He warned that “if the producers of 
natural gas are ever so shortsighted as to 
create a situation whereby supplies of gas 
are not available to markets provided by 
pipeline and distribution company outlets 
at prices that can compete with other forms 
of fuel, it will be a sad day for the entire 
industry—including the producers them- 
selves.” 

He expressed confidence that the great 
majority of the leadership of this part of 
the industry realize that the only way to 
insure a healthy economic atmosphere for 
the natural gas industry is for every phase 
of the business to work together in an ef- 
fort to meet common responsibilities and 
obligations to the public. 
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act gemma with industry leaders 
and experts in the field of public 
relations led INGA to conclude that a 
vigorous information program should 
above all tell the “all-industry story” of 
natural gas, with emphasis at the outset 
upon the necessity of encouraging ex- 
ploration and discovery. That was the 
starting point, Wilson explained. The 
transmission and distribution phases of 
the industry came next, with copy and il- 
lustration themes to support the base load- 
building program of AGA, reflect the na- 
tional themes of AGA, and yet point out 
the relationship of exploration, discovery, 
and transmission to the ultimate steps of 
distributing natural gas to the consumer. 
The various aspects of construction, main- 
tenance, and operation of pipelines make 
up the treatment of INGA transmission 
information materials. 

Wilson emphasized the fact that INGA’s 
program is open to all companies oper- 
ating in any segment of the natural gas 
industry. Use of the materials is not 
limited to INGA member companies. The 
materials are provided at bare costs—and 
in most cases at no cost whatever—to all 
interested companies. He pointed out that 
INGA numbers among its members repre- 
sentatives of all segments of the industry- 
producers, royalty owners, pipelines, and 
distribution companies. It was natural, 
therefore, to center over-all policy control 
of the program in a public information 
advisory committee composed of repre- 
sentatives from all segments of the indus- 
try. Wilson believes this co-ordinated di- 
rection will prevent the program from 
deviating from the all-industry objective. 
But the fact that it operates on a “grass- 
roots” basis means that over-all industry 
control does not interfere with individual 
company control. 

Actually, what INGA is attempting 
is to set up public information guide- 
posts, Wilson explained. It is hoped that 
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these guideposts will enable individual 
companies in all phases of business to take 
INGA ads, employee information, speech 
suggestions, and other information aids 
and adapt them to their own uses. In this 
way there will be room for specific adapta- 
tions that will suit the particular objec- 
tives of each participating company. In 
creating its advertising, employee infor- 
mation, suggested speech texts, radio and 
TV commercials, and other materials, 
INGA’s program follows as nearly as pos- 
sible the policy of relating the three seg- 
ments of the industry to the subject of each 
information project. This step, Wilson 
said, meets the objective of telling an all- 
industry story of the risks, and the tre- 
mendous investments and man power re- 
quired to find, produce, transport, and dis- 
tribute natural gas on a continuous 24- 
hour-a-day basis. 


pein institutional ad service is provid- 
ed to any company in the industry at 
nominal cost. Two series of ads, attrac- 
tively illustrated, are provided each month 
—one designed for pipeline and produc- 
tion company use, and the other for local 
distribution company use. In a series of 
slides, Wilson showed his audience exam- 
ples of each type of ad. Their titles demon- 
strate the nature of the appeal. For exam- 
ple, one of the first ads created in the pipe- 
line and production series was entitled 
“Three Men Who Are Working for Your 
Wife.” Its purpose is to identify the three 
segments of the gas industry and introduce 
the idea that it requires a 24-hour-a-day 
effort involving all three members of the 
gas industry “team” to find and produce, 
transport, and distribute natural gas to the 
consumer. Devices are employed in the ad 
for the purpose of constantly repeating 
the fact that in spite of rising costs of pro- 
viding natural gas service it is still a pre- 
mium fuel provided at bargain prices. 
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tp ads in this series include: 
“Mother Nature Plays ‘Hide and 
Seek’ ” (the risk involved in searching for 
gas); “The Lady and the Roughneck”’ 
(identifying men who work on the drill- 
ing rigs and their jobs); “You Making 
Mud Pies, Too, Mister?” (the story of 
the use of mud in drilling for gas and 
oil) ; “If You Depended on Dusters, No 
Dinner Tonight .. .” (explaining why ex- 
ploration for gas must be carried on con- 
stantly despite “dry” holes to assure con- 
tinuous and adequate service). 

Ads for local distribution company use 
also tell the gas industry “team” story, 
but from the consuming end of the pipe- 
line. In one, “Mommy, What Makes the 
Gas Flame Go,” the base load drive of the 
industry is emphasized, while the copy 
points up the good citizenship of the local 
gas distribution company. Others in this 
series include “The Oracle of Delphi Be- 
came Your Servant”’ (comparing modern 
and ancient uses of gas, the risks and costs 
of hunting for gas, together with the AGA 
gas service story); “The Search That 
Never Ends” (need for 24-hour-a-day 
exploration operations); “Dig Deep, 
Scotty, If You Want to Find It” (the ever 
deeper drilling necessary in the hunt for 
gas with resulting higher costs and need 
for incentive for the producers). 

INGA ads also tell the transmission 
story, and are provided for production and 
pipeline company use in their local adver- 
tising activities. Some sample titles: 
“We're Digging a Big Ditch, Sonny... 
to Make Your Home More Comfortable” 
(dramatizing the story of pipeline con- 
struction, its expense, and the relations of 
the work of pipeliners with the gas indus- 
try team and service story); “This PIG 
Puts the Sizzle in Your Morning Bacon” 
(depicting the little-known maintenance 
operations of pipelines to tie in with the 
gas industry service story). 


Fe local gas utilities, INGA materials 
include employee information quizzes, 
which are distributed monthly in proof 
form without cost to all interested compa- 
nies. Their purpose is to assist in the pro- 
gram of informing employees on how all 
segments of the industry operate, and 
about industry problems; speakers’ kits 
and manuals designed to help those who 
take advantage of opportunities to appear 
before national, regional, and local groups 
to tell the natural gas story; spot radio 
commercial service for use by companies 
using radio advertising ; and news features 
for local company use. INGA is also work- 
ing on a series of one-minute television 
spot film commercials. 

Wilson stressed again that INGA’s pro- 
gram is especially designed to work 
through local companies in all segments of 
the industry to tell the story of the natural 
gas business on a nation-wide scale. ““We 
firmly. believe,” he stated, “that the only 
effective way to inform the public about 
our industry and its problems is at the 
‘grass roots’—but on a national basis.” 

It is clear that Wilson’s appeal is based 
on a hardheaded and practical program 
necessary if the natural gas industry is to 
surmount its politico-economic problems. 
During recent years in Washington, politi- 
cal lightning has been playing around the 
industry in the form of certain govern- 
ment action. This was bound to come. The 
creation of a gas policy committee and a 
natural resources advisory board clearly 
indicates that it is already here to some 
extent. While such developments were in- 
evitable, it also points up the hard fact that 
any deficiency of intraindustrial team- 
work would simply mean that the govern- 
ment might have to step in and impose its 
own brand of co-ordination. It will prob- 
ably step in, anyway in one form or an- 
other. Even so, the industry will be better 
off if it can agree on what it needs. 
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TVA Seeks More Data 


HE Tennessee Valley Authority re- 
portedly wants more information be- 
fore becoming a party to President Eisen- 
hower’s controversial proposal to contract 
for private power in TVA territory. 
TVA has responded in a letter to Row- 
land Hughes, Budget Bureau Director, to 
a bureau directive to meet “promptly” 
with the Atomic Energy Commission on 
contract arrangements. The letter was re- 
ported to have asked for additional infor- 
mation regarding TVA’s part in the pro- 
posed power exchange; but TVA recently 
declined to disclose its contents without 
permission of the Budget Bureau. The bu- 
reau said it would “not even consider” 
making the communication public until it 
has been answered. 


_S 


¥ 


The March of 
Events 


A TVA spokesman said Harry A. Cur- 
tis, vice chairman of the board, wrote the 
Budget Bureau in response to a bureau 
letter dated August 18th and made public 
recently by presidential order. The letter 
was written just before the new TVA 
chairman, Herbert D. Vogel, was sworn in 
as a director on September Ist. 

Probably as a result of the TVA re- 
quest, a congressional showdown on the 
Dixon-Yates power contract was post- 
poned to give the Atomic Energy Com- 
mission more time to prepare its testimony. 
The Senate-House atomic committee had 
called hearings for September 2nd on the 
bitterly disputed contract, branded a Re- 
publican “scandal” by Democratic Na- 
tional Chairman Stephen A. Mitchell. 

But a committee source said Chairman 
Cole ordered the delay. 


California 


PG&E Seeks Rate Hike 


A PUBLIC hearing was opened in San 
Francisco on August 25th by the Cali- 
fornia commission on an application filed 
by Pacific Gas and Electric Company last 
March for an increase of $7,073,000 a year 
in natural gas rates. The higher customer 
rates would offset an increase in the rate 
PG&E pays for out-of-state gas purchased 
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from the El Paso Natural Gas Company 
of Texas. More than two-thirds of the 
natural gas now served customers in north- 
ern and central California is supplied by 
PG&E to El Paso. 

The general rate increase proposed 
would average less than 30 cents a month 
per domestic customer, or about a penny 
a day. The average increase for all classes 
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of customers would be about 5 per cent. 
Frederick T. Searls, PG&E’s rate at- 
torney, pointed out that the company’s gas 


> 


rates were fixed in 1951 by the state com- 
mission, based on the then prevailing cost 
of gas. 


Kentucky 


Commission Vetos Co-op 
Service 

HE Kentucky Public Service Commis- 

sion late last month authorized the 
Southern Bell Telephone & Telegraph 
Company to provide telephone service in 
the area of Hickman and Fulton counties, 
which the H-F-C Rural Telephone Co-op- 
erative Corporation had proposed to 
serve. The commission dismissed the co- 


op’s application for approval of its buying 
six locally owned phone companies in the 
area and operating a co-operative system. 

In allowing Southern Bell to provide the 
service, the Kentucky commission directed 
it do so within four months. The Bell 
system is to take over the local facilities. 

The commission’s order was given in a 
case that was back before it after having 
been battled through the courts. 


, 
New York 


Utility Rate Increase Report 


¥ : ‘HE public service commission reported 


in mid-August that in 1953 utility 
companies in the state got $10,647,000 in 
rate increases. This is the smallest annual 
total since 1946. 

In a 235-page report to Governor Dewey 
and the New York legislature, Commission 
Chairman Benjamin F. Feinberg said that 
rate reductions of $1,103,000 were 
achieved during the year, leaving a net in- 
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crease of $9,544,000. The utilities had 
asked for increases totaling $14,365,000. 
Rate rises reached a postwar peak in 1948, 
when almost $43,000,000 was authorized. 
In 1952, the commission permitted the 
utilities to raise rates by $40,737,000. 
Since World War II, the commission 
has “resisted the shocks and strains of the 
inflationary tide in so far as utility rates 
are concerned and has succeeded in hold- 
ing the cost of utility service within rea- 
sonable bounds,” the report stated. 


Tennessee 


New Phone Rate Boost Sought 


puss of Southern Bell Telephone & 
Telegraph Company to file a new rate 
increase petition with the state railroad 
and public utilities commission were re- 
vealed recently by Sam Youngblood, the 
company’s Tennessee general manager. 
Although declining to predict the 
amount that would be requested, Young- 
blood said an earlier request for $7,300,- 
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000 is now “out of date and, in the light 
of increased operating costs and higher in- 
vestment costs, does not accurately reflect 
the company’s current need for additional 
revenue.” Announcement that the company 
would file a new petition with the commis- 
sion was made simultaneously with the dis- 
closure by the utility that it would not ap- 
peal its two-year-old case to the Tennessee 
supreme court. 
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Commission Considers Cost of Capital to System in Determining 
Operating Utility’s Return 


A WATER company applying to the 
Pennsylvania commission for a rate 
increase did not claim a specific rate of 
return but contended that the allowable 
return should be based on the current cost 
of capital to it, just as if it were being 
operated as an independent water utility. 

The company was, however, an operat- 
ing utility within an extensive water- 
works system which consisted of over one 
hundred operating utilities, several inter- 
mediate holding companies, and several 
service organizations. Its financial struc- 
ture contained no long-term debt and all 
its short-term obligations and common 
stock were owned by its immediate par- 
ent, which in turn, was controlled by an 
intermediate holding company. 

Under the circumstances, the commis- 
sion commented, the company’s assump- 
tion of complete autonomy for itself, in 
determining a fair rate of return, is un- 
realistic. In determining such return, con- 
sideration would be given to the cost of 
capital applicable to the system in addition 
to capital cost experienced by independent 
utilities. 

At the request of the commission, the 
company furnished, but refused to offer 
for the record, financial data pertaining 
to the historical and current cost of senior 
capital to the holding companies and also 


SEPTEMBER 16, 1954 


344 


factual data with respect to current market 
trading in the common stock of the hold- 
ing company, claiming that such data had 
no relevance in ascertaining a fair rate 
of return for the operating utility. 

The company cited the Bluefield Case, 
262 US 679, PUR1923D 11, which stated 
that the allowed return must permit the 
utility to earn a return equivalent to that 
being earned by businesses having com- 
parable risks, and must enable the utility 
to maintain its credit and attract capital. 

The commission, while agreeing with 
those objectives, commented : 


... the most comparable risks and un- 
certainties in this instance are to be 
found in the operation of the North- 
eastern American System, and not in 
isolated independent water utilities. Re- 
spondent would have us ignore the mar- 
ket investors’ appraisal of general assets 
and credit of the system through which 
it actually derives its capital. Since 
respondent is not autonomous, the hypo- 
thetical question of respondent’s ability 
to maintain its credit and attract capital 
as an independent water utility may be 
relevant, but it certainly is less pertinent 
to the problem at hand. 


The company also contended that the 
cost of capital to a parent company was 
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dependent upon the earnings of its various 
subsidiaries, and not vice versa, and that 
neither the company nor its customers 
should be penalized or benefited by reason 
of the more profitable or less profitable 
operations of other utilities in a holding 
company system. 

The commission answered the compa- 
ny’s argument in these words: 


The cost of the capital actually em- 
ployed in respondent’s operations is pri- 
marily a direct result of investors’ 
appraisal of the earnings of the system 
of which it is a part, and not of the earn- 
ings that might result if it were oper- 
ated as an independent water utility. A 
reasonable and fair cost of capital ap- 
plicable to each operating unit in a hold- 
ing company utility system is found in 


the average cost of capital to the system 
as a whole, and the application of this 
average cost to each operating unit does 
not result in discrimination for or 
against the customers of any subsidiary, 
because it is based on actuality instead 
of hypothesis. 


The commission decided, on the basis 
of its determination of cost of capital to 
the system and to independent operating 
water utilities, that the company should 
be authorized to increase its rates. The 
increase would result in a return of 6 per 
cent on the commission’s fair value find- 
ing, which it did not consider in excess of 
a fair return. Pennsylvania Pub. Utility 
Commission v. Uniontown Water Co. 
Complaint Docket No. 15965, April 5, 
1954. 


Reparation Distinguished from Breach of Duty Claim 


a shipper complained to the In- 


diana commission that a railroad had 
failed to provide grain doors over a par- 
ticular period, in violation of the carrier’s 
duty to furnish suitable equipment. The 
shipper sought a sum of money from the 
railroad. 
The commission distinguished between 
a claim for reparation and the relief 
sought by the shipper in this proceeding. 
Reparation is in issue, stated the commis- 
sion, when a carrier has transported a 
shipment and collected rates in excess of 
the lawful rates. Then, if the commission 
determines that the shipper’s claim is prop- 


er and correct, a refund of the amounts 
illegally collected will be ordered. 

In this case, the shipper sought money 
for breach of a carrier’s common-law duty 
to furnish the equipment. Whether there 
was such a breach, was a question that 
could be decided only by a court of com- 
petent jurisdiction in an equity proceeding. 
The commission likened the complaint to 
an ordinary action for damages for breach 
of contract by a carrier to furnish proper 
equipment in which to transport freight. 
The complaint was dismissed. Harting et 
al. v. Pennsylvania R. Co. No. 24276, May 
20, 1954. 


Accommodation Water Service Does Not Create 
Extraterritorial Obligation 


HE appellate division of the New Jer- 
sey superior court affirmed a lower 
court order in favor of a borough in a 
water service controversy. The borough 
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had accepted a water main constructed by 
a state turnpike authority and as an ac- 
commodation to the authority agreed to 
provide service to residents of a near-by 
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municipality whose wells had been dam- 
aged by construction of the turnpike. The 
sole question involved in the litigation was 
whether the borough was obliged to serve 
other persons residing in the same mu- 
nicipality. 

The court noted that the borough, in 
agreeing to serve the four customers, had 
stipulated “that it accepted the main and 
undertook to furnish water to these four 
properties ‘in a spirit of co-operation’ and 
that its actions in this regard were not to 
‘be construed as indicating a policy on be- 
half of the borough of Hightstown of ex- 
tending water mains into the township of 


East Windsor or of providing water to 
its inhabitants.’ ” 

In supplying the water, the court con- 
tinued, the borough was engaged in a pri- 
vate or proprietary function but did not 
put itself in the same position as a water 
company with a practical monopoly. The 
stipulation attached to the services ren- 
dered the four residents made it entirely 
clear that the borough did not enter into 
the water business in the neighboring com- 
munity when it agreed to extend service 
to the persons whose wells had been dam- 
aged. Mongiello v. Borough of Hights- 
town, 105 A2d 692. 


Gas Service Should Not Be Dependent upon 
Uncertain Foreign Supply 


HE Federal Power Commission, in 

granting an application under § 3 of 
the Natural Gas Act for the importation 
of natural gas, must not fail to give the 
fullest possible protection to all prospec- 
tive consumers, it was said by the commis- 
sion in refusing to authorize Westcoast 
Transmission Company, Inc., and Trans- 
Northwest Gas, Inc., to construct and op- 
erate facilities and to import gas from 
Canada. 

The Natural Gas Act imposes upon the 
commission the duty to protect the Ameri- 
can public through regulation and control 
of the transmission and wholesale sale of 
natural gas. It is essential that domestic 
consumers and much of the industry in any 
area be reasonably assured of a firm sup- 
ply. 

Such protection, said the commission, 


would not be afforded to any segment of 
the American people if its sole source of 
essential natural gas were through impor- 
tation from a foreign country without 
some intergovernmental agreement assur- 
ing the continued adequacy of its gas 
supply. 

Otherwise, all control over the produc- 
tion, allocation, and transportation to the 
American border of such gas would be in 
the hands of agencies of foreign govern- 
ments. Their primary interest would of 
necessity always be in the needs and ad- 
vantages of their own people. Their judg- 
ments and actions would be essentially de- 
pendent upon public opinion within that 
country, rather than upon the interests of 
American consumers. Re Northwest Nat. 
Gas Co. et al. Opinion No. 271, Docket 
Nos. G-996 et al. June 18, 1954. 


Revoked Certificate Not Revived 

the operation of the reinstated carrier. 
The Arizona supreme court, in passing 
upon the lower court’s dismissal, stated 


FTER the commission had set aside its 
revocation of a motor carrier’s cer- 
tificate, another carrier sought to enjoin 
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that all rights under a certificate of public 
convenience and necessity die when such 
certificate is revoked. To requalify, the 
carrier must follow the prescribed proce- 
dure for originally procuring a certificate. 

The commission had originally revoked 
the carrier’s certificate for failure to pay 
taxes, which revocation was later set aside 
by an ex parte order. Commenting on the 
legality of the commission’s action, the 
court said : 


To permit the commission to revive 
a void certificate at any time it deems 
advisable by ex parte order would de- 
feat the purpose and meaning of the 
statute requiring revocation. It would 
give it the effect of requiring only sus- 
pension for such length of time as the 
commission might of its own motion de- 
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cide. The statute requires that the com- 
mission cancel and not suspend the cer- 
tificate. The certificate having been an- 
nulled, there was nothing to revive. If 
legal sanction be given the attempted 
rescission order of May 18, 1951, the 
provisions of § 66-506, supra, would be 
bypassed and defeated. The attempted 
revival of a terminated certificate is the 
legal equivalent of the issuance of a new 
one. This can only be done by follow- 
ing the prescribed procedure. 


The commission did not have the power 
or jurisdiction to set aside its revocation 
order by ex parte order. Injunction, the 
court decided, was a proper remedy for 
testing the commission’s action. Tucson 
Warehouse & Transfer Co., Inc. v. Al’s 
Transfer, Inc. (1954) 271 P2d 477. 


Other Important Rulings 


Schedule Held to Be Original Filing. 
A gas company’s application for approval 
of a rate schedule was held by the Ohio 
supreme court to be an original filing and 
not an application for increased rates, not- 
withstanding that the company had pre- 
viously entered into rate contracts with 
individual consumers, which contracts had 
not been filed with the commission, and 
had thereafter increased rates and signed 
contracts with other consumers on the 
basis of the increased rates, which con- 
tracts had been filed with the commission. 
Cookson Pottery et al. v. Ohio Pub. Utili- 
ties Commission et al. (1954) 120 NE2d 
98. 


Temporary Certificate Reluctantly 
Granted. The New York commission ap- 
proved an application for a temporary cer- 
tificate to operate an omnibus line in view 
of immediate and urgent need notwith- 
standing that the facilities and equipment 


of the company failed to meet commis- 
sion requirements as to safe and comfort- 
able service. Re Kilborne, Case 16901, 
July 22, 1954. 


Customer Demand Important Factor. 
The Wisconsin commission, in passing 
upon a telephone company’s request for 
increased rates, commented that the num- 
ber of customers willing to pay increased 
rates for an extended area service is an 
important factor to be considered in de- 
termining whether such service should be 
established. Re McFarland Teleph. Co. 
2-U-4234, June 24, 1954. 


Liability for Freight Undercharges. 
The United States court of appeals, in 
sustaining a railroad’s judgment against a 
shipper for freight undercharges, com- 
mented that a shipper electing to operate 
under a transit rate provision of a rail- 
road’s tariff is obligated, in order to ob- 
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tain the lowest through rates, to comply 
with every duty imposed upon it by such 
tariff and cannot accept the benefits of the 
program without discharging the burdens. 
Chicago & N. W. R. Co. v. Connor Lum- 
ber & Land Co. 212 F2d 712. 


Service beyond City Limits. The North 
Dakota commission allowed an electric 
company to serve a customer located be- 
yond the corporate limits of the city served 
by the company, notwithstanding that a 
co-operative also served the area where 
the customer was located, where the area 
was part of the environs of the city and 
the customer had indicated a preference 
for the company. Nodak Rural Electric 





Co-operative, Inc. v. Northern States 
Power Co. Case No. 5111, July 10, 1954. 


Foreign Vehicles Exempt. The Michi- 
gan supreme court held that a foreign 
trucking company transporting grapes 
during a short harvest season from Canada 
to a processing plant in Michigan was not 
required to obtain a certificate, since the 
provisions of the motor carrier act exempt- 
ing from regulation vehicles used for 
transportation of fruit to market or for 
occasional accommodative transportation 
service encompassed the operations of the 
foreign trucking company. Welch Grape 
Juice Co. et al. v. McCarthy et al. 64 
NW2d 624. 
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CALIFORNIA PUBLIC UTILITIES COMMISSION 


Re Citizens Utilities Company 


of California 


Decision No. 50250, Case No. 5465, 
Application No. 33581 (As Amended) 
July 6, 1954 


NVESTIGATION on commission motion to determine reason- 
I ableness of water rates and adequacy of service, wherein 
water company seeks authority to increase rates; service 
improvement ordered and rate increase authorized upon 

service improvement. 


Valuation, § 225 — Future construction. 
1. The future rate base of a water company should include recorded fixed 
capital and projected additional plant which will recognize its construction 
program, plus facilities necessary to implement commission findings re- 
specting delineation of the service area and adequacy of service, p. 102. 


Expenses, § 91 — Rate case expenses — Unsuccessful litigation — Appeal from 
order. 

2. Counsel fees and other expenses incident to an appeal taken by a public 

utility in a rate case, particularly when such appeal is unsuccessful, should 

not be charged against the ratepayers, although reasonable legal expenses 

incurred by a utility in a rate proceeding before the primary rate-fixing 

authority are proper operating expenses for rate-making purposes, p. 103. 


Return, § 115 — Water company — Temporary rates — Service adequacy. 
3. Temporary water rates which had yielded a return of 5.96 per cent for 
the past year were held to have yielded a satisfactory return, particularly 
in view of the fact that the company had been furnishing inadequate and 
unsatisfactory service, p. 104. 


Rates, § 131 — Reasonableness — Adequacy of service. 


4. Permanent water rates should be designed to produce a fair return upon 
that rate base which will accord the customers reasonably adequate service, 
and such rates should be made effective as of the time when such service 
may be assured, p. 104. 


Return, § 115 — Water company. 
5. A return of approximately 6 per cent was considered fair and reasonable 
for a water company and its consumers, p. 104. 

Rates, § 250 — Retroactive rates. 


6. A water company’s request that a permanent rate increase be made 
effective retroactively was denied where interim rates authorized by the 
commission had produced a satisfactory return and where the company’s 
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service had been found to be inadequate and unsatisfactory during the interim 


period, p. 105. 


APPEARANCES: Applicant: Or- 
rick, Dahlquist, Herrington & Sut- 
cliffe, by George H. Johnston for Citi- 
zens Utilities Company of California. 

Protestants: San Lorenzo Valley 
Chamber of Commerce, Ben Lomond 
Valley Property Owners Association, 
Ben Lomond Recreation District and 
Business and Professional Womens 
Club, by Alice Earl Wilder; Larita 
Woods Mutual Water Company, by 
A. W. Archer; Wildwood Country 
Home Club Incorporated, by Harold 
C. Andersen. 

Interested parties: San Lorenzo 
Valley County Water District, by 
John C. Luthin; Irene M. Gairaud, by 
L. Louis Gairaud. 

Commission staff: Harold J. Mc- 
Carthy and John F. Donovan. 


The above- 


By the CoMMISSION : 
entitled application was filed July 17, 


1952, and hearings thereon, after 
amendment, were held during Febru- 


1953. By Decision No. 48618, 


ary, 


issued May 19, 1953, this commis- 
sion authorized applicant to increase 
rates on an interim basis, reopened the 
proceeding for further hearing, and 
coincidentally instituted an investiga- 
tion into the reasonableness, adequa- 
cy, sufficiency, and lawfulness of the 
rates, charges, and service rendered 
by applicant and applicant’s operations 
as they pertain to or affect its Boulder 
Creek District. Such further hearing 
on the consolidated matters has now 
been had, having been held before 
Commissioner Mitchell and examiner 
Emerson during the 5-day period 
ending March 12, 1954.? 


Applicant's Request 

By its latest amendment applicant 
seeks still further increases in rates. 
A comparison of the last permanent 
rates in 1952, the 1953 rate request. 
the interim rates granted, and those 
now sought is shown in the following 
tabulation : 





1 Chronologically the following has occurred : 
(1) Original application (with those for four 
other water systems) filed July 17, 1952; (2) 
first amendment filed July 29, 1952: (3) sec- 
ond amendment filed December 19, 1952; (4) 
twelve days of hearings held during Febru- 
ary, 1953; (5) Decision No. 48618, authorizing 
increased rates, issued May 19, 1953; (6) ap- 
plicant petitioned for rehearing, June 8, 1953; 
(7) interim rates became effective June 16, 
1953: (8) rehearing denied by Decision No. 
48778, issued June 30, 1953 (1 PUR3d 244); 
(9) applicant petitioned supreme court for 
writ of review and conditional stay (S F No. 
18899) on July 30, 1953; (10) applicant pe- 
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titioned commission for extension of time to 
comply with portion of Decision No. 48618, 
granted August 18, 1953; (11) applicant re- 
quested further extension of time, granted 
September 15, 1953; (12) applicant filed re- 
port, as required by Decision No. 48618, on 
October 5, 1953; (13) supreme court sustained 
commission’s order by denying writ of review 
on October 29, 1953; (14) applicant filed third 
amendment to application for rate increase on 
February 2, 1953; (15) further hearings com- 
menced March 8 and terminated March 12, 
1954; (16) last brief received April 27, 1954: 
(17) applicant’s corrections to its brief, re- 
ceived May 15, 1954. 
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MONTHLY BILLING COMPARISON 
(Based on Annual Rates) 


1952 1953 


Last 
Perma- 


Requested 
Rates 


*81% of all consumers served on the “annual” schedule use this amount or less. 


Per Cent 
Increase 
Latest Re- 
quest over 
Last Perma- 
nent Rates 
73.79% 

43.6 
41.2 
38.8 
36.7 
39.7 
45.7 


On the 


1953 1954 


Interim 
Rates 
Authorized 
$1.83 

1.83 
2.63 
4.23 
8.23 
18.23 
31.73 


Requested 
Rates 


“monthly” schedule 40% of all consumers use this amount or less. 


Issues Involved 

The basic issues or matters for de- 
termination involved in this proceeding 
concern (1) accurate determination of 
the area in which applicant is obligated 
to serve, (2) establishment of adequate 
service therein by means of permanent 
additions and improvements to the 
water system, and (3) the establish- 
ment of a permanent rate structure. 


Service Area 

In a 1948 decision® this commission 
defined the area in which applicant 
was obligated to serve the public as 
having boundaries of which the upper 
level limits were approximately along 
the 700-foot contour as shown on a 
map attached to the then application, 
said boundaries, however, to include 
the area known as Redwood Grove lo- 
cated above said 700-foot contour. In 
response to the commission’s order, 
applicant filed a map purporting to de- 
lineate the boundaries indicated by the 
commission. Such map, however, 
showed an area extending to the 700- 
foot level in the northern portion of 
the system, another area in the central 
portion of the system extending to the 


2Decision No. 41355 in Application No. 
rote and Case No. 4906, issued March 23, 





400-foot contour level, and still an- 
other area in the southern portion of 
the system whose upper level ended at 
the 325-foot contour. Applicant has 


since adhered to such levels and has 
refused to serve above the respective 
levels delineated on its filed map. This 
situation was brought to the attention 
of the commission during the 1953 
hearings and is briefly discussed in our 
Decision No. 48618, issued May 19, 


1953. 

During November and December, 
1953, engineers of the commission 
staff made a thorough investigation 
of applicant’s system. Staff engineers 
accurately determined the extent of the 
area being then served, together with 
a survey of the facilities of applicant 
in order to determine their suitability 
and adequacy. The locations of po- 
tential consumers with respect thereto 
was also determined. During the 
hearing the results of such investiga- 
tion were presented as Chapter 11 of 
Exhibit No. 1. By such report and 
oral testimony in support thereof the 
staff engineers recommended estab- 
lishment of upper level limits to which 
applicant has agreed. Basically the 
staff recommendation would create 
two areas. The first would obligate 
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applicant to serve to an elevation of 
675 feet in the northern portion of 
the system and 475 feet in the central 
and southern portions of the system. 
As exceptions, the Redwood Grove and 
Reynoldsville Park areas would be 
served to 875 feet, Boulder Brook to 
750 feet, and Forrest Park to 700 feet. 

In view of the evidence we find 
that public convenience and necessity 
require and will require that appli- 
cant provide adequate water service, 
at pressures of not less than 25 pounds 
per square inch, to and including the 
above-mentioned elevations as herein- 
after specifically ordered. 


Adequacy of Service 

As discussed in our Decision No. 
48618 this system has experienced 
numerous service deficiencies over a 
considerable period of time. The sys- 


tem has known severe water short- 
ages and consumers have been sup- 
plied water at pressures which were 


practically unusable. During the 
course of the 1953 hearings and the 
period since that time applicant has 
made certain operational changes and 
has made certain plant additions which 
have somewhat alleviated the situa- 
tion. According to applicant’s wit- 
ness, 1953 was a good water year. 
Sources of supply proved to be ade- 
quate in such year and the system went 
through the summer season without 
consumers complaining of lack of 
water. 

Applicant’s plans and program of 
system improvements are set forth in 
its report, filed on October 5, 1953, in 
response to Decision No. 48618 and 
in its budgeted construction work set 
forth in its third amendment to the 
application as further revised by Ex- 
hibit No. 7 and oral testimony. 
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The commission staff investigation 
and engineering recommendations per- 
taining thereto are contained in the 
chapter of Exhibit No. 1 above men- 
tioned. The staff determined that ap- 
plicant’s system, because of its limited 
development of water supply and 
small-sized mains, primarily is defi- 
cient in storage capacity even though 
the system has numerous storage 
tanks. According to the staff wit- 
ness many of the present tanks are 
poorly situated and some are of such 
small size and at such elevations as 
to serve no practical or useful purpose. 
Basically, therefore, the staff recom- 
mends that one storage tank of 100,- 
000 gallons be installed in the north- 
ern portion of the system, that a sim- 
ilar tank be installed in the southern 
portion and that some small tanks be 
retired. 


To counter the staff recommenda- 
tion, applicant’s witness proposed the 
installation of a section of 8-inch main 
to parallel the present 6-inch main be- 
tween the system’s major storage 
tanks and the town of Boulder Creek. 
By such means a greater quantity of 
water could flow both to the northern 
and southern portions of the system. 
Such counterproposal, though hastily 
improvised, has undoubted merit from 
a flow standpoint. It adds no stor- 
age, however. Although the witness 
admitted additional storage would be 
beneficial, it was his position that the 
cost thereof should be avoided until 
consumer complaints made the eleva- 
tion of existing tanks or the installa- 
tion of new and larger tanks unavoid- 
able. 

Applicant’s system is gravity-fed, 
depending upon the natural flow of 
springs, creeks, and small streams for 
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its supply. The system has no season- 
al storage facilities nor do the staff’s 
recommendations include provisions 
for seasonal storage. However, they 
do provide for storage which, in con- 
junction with certain existing facili- 
ties, would assure a stored supply of 
water sufficient to carry the system 
through a summer 3-day week-end 
peak period in a “poor” water year. 

Applicant avows a “willingness and 
ability to meet service problems” yet 
the pattern of performance is clearly 
one in which planning and construc- 
tion budgets are prepared on short- 
term bases and revised during proceed- 
ings before this commission to meet 
the exigency of the moment.’ Appli- 
cant has no long-range plans for this 
system with respect to meeting service 
problems. Repeatedly, during the 
testimony of applicant’s engineering 
and management witness, it developed 
that studies had not been made of sit- 
uations which, according to the wit- 
ness, were important. Repeatedly, re- 
course was made to conjecture. 

No utility can successfully provide 
the public with adequate service at 
reasonable rates by confining its 
planning to such short-range term 
as the month-to-month basis which 
applicant’s witness indicates this 
system has experienced. The 


staff survey of this system is 
perhaps the only over-all study 
of the physical system made by anyone 
in the past six or more years. It has 
engineering value and places in bold 
relief the misfit nature of the essential 
components of applicant’s system. 

In view of the evidence we find that 
public convenience and necessity re- 
quire and will require that additional 
storage be provided in the northern 
portion of the system, that certain 
tanks be elevated or removed, and that 
certain items of applicant’s revised 
construction budget for 1954 be in- 
stalled as hereinafter ordered. We 
hereby find that the facilities and in- 
strumentalities of applicant are insuf- 
ficient and inadequate in the matters 
pointed out and that such improve- 
ments, reasonably, should be made. 


Results of Operations 


Rate Bases 


Except for the common starting 
point of fixed capital as of the end of 
1952, the rate bases developed by ap- 
plicant and the commission staff differ 
markedly as to amount, items in- 
cluded, weighting of fixed capital ad- 
ditions, and periods covered. They 
are not directly comparable. 

Certain deficiencies in applicant’s 





3 As the latest example: Applicant received 
the staff report on the Friday preceding the 
latest hearings. By Monday morning, the first 
day of hearing, it had revised its construction 
budget and its proposed exhibits in an effort 
to counter the staff proposals. 

4Of significance are witness Gibbs’, vice 
president and engineer, replies to questioning, 
as follows: 

Mr. Luthin: Do you have any long-range 
program worked out? Do you do your plan- 
ning on a 5-year basis or less or more? 

Witness Gibbs: Well, we have had an awful 
hard job to get away from just a month-to- 
month basis and we feel pretty good to be able 
to think as far as five years ahead. 
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Question: The thing I am interested in is 
the possibility of any major facilities being 
required within the next five years in addition 
to the ones that you have listed in your con- 
struction budget. 

Answer: I do not foresee any major—it is 
rather difficult to say “major.” I would like 
to, in the next five years, have a program of 
adding larger-sized mains in the northern 
section, for instance, in other words, in the 
section which staff witness Reader suggested 
his 100,000-gallon tank. J would like to see 
more 6-inch line out in that vicinity, but some 
of that will be done within five years and 
whether you call it major or not, I don’t know. 
(Emphasis supplied.) 
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presentation are readily apparent. Ap- 
plicant’s development of rate bases 
mixes averages with year-end figures, 
fails to exclude nonoperative proper- 
ties, understates the reserve for depre- 
ciation, and includes an allowance for 
working cash on a system whose con- 
sumers provide applicant with large 
sums of money in advance of water 
usage. 

In view of the evidence we find the 
following to be a reasonable weighted 
average rate base for this system for 
the year 1953: 


YEAR 1953 


Item Amount 


Total Fixed Capital 
(weighted average) 

Donations in Aid of Con- 
struction 

Consumers Advanées for 
Construction 

Nonoperative Property .. 

Materials and Supplies .. 

Working Cash 

Depreciation Reserve ... ($91,279) 

Adjustment for  non- 

operative property .. 228 


$425,125 
(534) 


(4,018) 
(4,303) 
3,630 

0 


(91,051) 





Average Depreciated 


Rate Base $328,849 


(Inverse Item) 


In view of the evidence and rec- 
ognizing due weighting of the re- 
spective dates of completion of appli- 
cant’s proposed 1954 construction 
program, we find the following to rep- 
resent a fair and reasonable rate base 
for the year 1954: [See top of second 
column. ] ; 

[1] With respect to the derivation 
of a reasonable future rate base, we 
shall include recorded fixed capital and 
projected additional plant which will 
fully recognize applicant’s 1954 re- 
vised construction program, as set 
forth in Exhibit No. 7, plus the facili- 
ties necessary to implement our above- 
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YEAR 1954 


Item 
Total Fixed Capital 
average) * " 
Donations in Aid of Construction .. 


Consumers Advances for Construc- 
Materials and Supplies 
Working Cash 
(101,000) 
.. $366,800 


Depreciation Reserve* 
Average Depreciated Rate Base 


* Excluding nonoperative property 
(Inverse Item) 


stated findings respecting delineation 
of the service area and adequacy of 
service. Such rate base, taking into 
account the time required to accom- 
plish the hereinafter ordered system 
improvements, is applicable to the 
average year 1955 and is derived as 
follows. We find such rate base to be 
reasonable : 


YEAR 1955 


Amount 
$488,200 
26,000 


1955 Retirements ................. (4,900) 
Donations and Contributions (4,500) 
Materials and Supplies 4,000 
Working Cash 0 
Depreciation Reserve (102,100) 

$406,700 


Item 
1954 Year End Fixed Capital 
1955 Gross Additions, average .... 


Average Depreciated Rate Base . . 


(Inverse Item) 


Revenues 


Applicant and the staff are in fairly 
close agreement as to the amounts of 
revenue derivable under the existing 
interim rates. We adopt as reason- 
able the amounts of $71,200 for the 
year 1953 and $76,800 for the year 
1954, such sums including all rev- 
enues properly derivable under reg- 
ularly filed and effective rates. 
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Expenses 


For the year 1953 applicant and 
the staff are in reasonably close agree- 
ment as to total operating expenses, 
applicant having indicated a total of 
$55,122 actual and $56,136 as adjust- 
ed for full year effect of interim rates, 
while the staff indicated a total of $55,- 
561 on the basis of an adjusted and 
normalized year. 

In the main the respective sums rep- 
resent actual expenditures. Some 
items however, comprise accounting al- 
locations which are open to scrutiny 
and certain other items which are sub- 
ject to investigation as a matter of 
principle. Among these are the mat- 
ter of charges, to applicant by its par- 
ent, of a “mutual service fee,” charges 
for attorneys’ fees, and calculation of 
taxes based upon income. 

With respect to the so-called “mu- 
tual service fee” assessed by the parent 
corporation, the record in this proceed- 


ing is insufficient to permit of a deter- 


mination as to its reasonableness. As 
a practical matter an adequate study 
of such “fee” can be undertaken only 
by sending staff experts to Connecti- 
cut, a situation entailing considerable 
expense which, in our opinion, is not 
warranted in the instant proceeding. 
Such study will be deferred until such 
time as a proceeding is brought before 
us, or is initiated by the commission, 
invoiving applicant’s over-all opera- 
tions or general rate structure. For 
the present, therefore, no disallowance 
of said “mutual service fee” will be 
made for the rate-making purposes 
now before us. 

[2] In applicant’s accounts cover- 


ing regulatory expenses are the costs 
of prosecuting its numerous rate pro- 
ceedings. Reasonable legal expenses 
incurred by a utility in a rate pro- 
ceeding before the primary rate-fixing 
authority are proper charges to its op- 
erating expenses because such a rate 
proceeding is absolutely necessary as 
a condition precedent to its receiving 
rate relief. An appeal or other review 
proceeding, however, is optional with 
the utility and is the taking of a cal- 
culated risk. The taking of an appeal 
is not a necessary part of due process. 
When a party takes an appeal he sub- 
jects himself to the suffering of any 
prejudice flowing from a rejection of 
such appeal.5 Counsel fees and other 
expenses incident to an appeal taken 
by a public utility in a rate proceed- 
ing, particularly where such appeal is 
unsuccessful, should not be charged 
against the ratepayers. It is a risk 
taken by stockholders, not the rate- 
payers. We disallow as an operating 
expense for purposes of rate fixing that 
part of claimed legal expenses attrib- 
utable to the unsuccessful review pro- 
ceeding taken by applicant from the 
decisions of this commission (Decision 
Nos. 48618, 48619, 48620, 48621, 
48622). 

With respect to a determination of 
taxes based upon income we have 
turned to applicant’s federal income 
tax return dated September 9, 1953,® 
as being the best available evidence of 
applicant’s income tax liability. Us- 
ing the basic data contained therein, 
we find that the income tax expense 
assignable to the Boulder Creek Dis- 
trict of applicant does not exceed $9,- 





5 Panhandle Eastern Pipe Line Co. v. Fed- 
eral Power Commission (CA8th 1949) 83 
PURNS 603, 179 F2d 896, 902; Panhandle 
Eastern Pipe Line Co. v. Federal Power Com- 
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mission (CCA8th 1946) 63 PUR NS 270, 154 
F2d 909, 911, 912. 
6 Exhibit No. 17 in this proceeding. 
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300 for the year 1953. This amount 
will be included as an operating ex- 
pense. 

All remaining operating expenses 
claimed by applicant for the year 1953 
will be accepted as reasonable for the 
purposes of the instant proceeding. 
We adopt, therefore, the sum of $51,- 
600 as a total of all reasonable oper- 
ating expenses for such year. 

With respect to the year 1954 we 
shall recognize applicant’s estimated 
expenses with adjustments similar to 
those above discussed. By so doing 
we derive and adopt as reasonable the 
sum of $59,600 as the total of all 
reasonable operating expenses for the 
estimated year 1954. 


Net Revenue—Rate of Return 


Summarizing the above-adopted 
revenues and expenses and relating 
them to the rate bases hereinabove 
found to be reasonable indicate the fol- 
lowing : 


Under Existing Rates 
Year 
Item 1953 


Gross Revenues . $71,200 
Total Operating Expenses 51,600 
Net Revenue 


19,600 

Average Depreciated Rate 
1 REE AS 328,849 
Rate of Return .......... 5.96% 


Year 
1954 


$76,800 
59,600 


17,200 


366,800 
4.69% 





Conclusions 


[3] We conclude that under the 
service rates effective during the year 
1953, applicant’s operations of this sys- 
tem have produced a satisfactory re- 
turn. In fact it is in excess of that 
intended by our interim decision in 
this matter. In view of the deplor- 
able service situation which engen- 
dered the issuance of an interim deci- 
sion and the initiation of an investiga- 
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tion on this commission’s own motion, 
the results of operations above set 
forth cannot be said to be unfair to 
applicant. In the light of the evidence 
as respects adequacy and value of the 
service and applicant’s failure to per- 
form and discharge its public duty en- 
joined by law, we find the return for 
the estimated year 1954 to be satis- 
factory. 


Authorized Permanent Rates 

[4, 5] In considering the establish- 
ment of permanent rates for this sys- 
tem we are mindful of the fact that 
this system requires further improve- 
ment, as heretofore discussed. Some 
of the needed facilities may not be 
completed before mid-1955. They are 
minimum requirements but will bene- 
fit the consumers. They will not pro- 
duce more than a very minor amount 
of additional revenue. It seems prop- 
er, therefore, to design the permanent 
service rates to produce a fair return 
upon that rate base which will accord 
the consumers a reasonably adequate 
service and to make such rates effec- 
tive as of the time when such service 
may be assured. 

We find that a rate of return of 
approximately 6 per cent on the rate 
base of $406,700 for the year 1955, 
hereinabove derived, is fair and rea- 
sonable to utility and consumer alike. 
The permanent rates herein authorized 
should produce gross revenues of not 
less than $84,900 during the normal- 
ized year 1955 and, after allowance 
for total reasonable operating expenses 
of $60,500 for that year will yield 
such a rate of return. 

The permanent rate structure to be 
established herein will consist of two 
basic rates, “General Metered Serv- 
ice” and “Seasonable Metered Serv- 
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ice.” Each will have the same scale of 
charges and the same quantity block- 
ing, with an initial usage block of 500 
cubic feet per month. Recognizing 
the lesser year-round demands of sea- 
sonal users, the schedule for sea- 
sonal usage will be available for 
ten-months usage at a lower total min- 
imum billing than the general service 
schedule. 


applicant has requested that new rates 
be made effective retroactively. In 
view of our above-stated findings re- 
specting the earning position of appli- 
cant and in further view of the lack 
of a good and sufficient showing by 
applicant as to any justification for 
the granting of such request, the re- 
quest is denied. The new rates will 
be made effective for the next annual 


[6] At each step in this proceeding season. 
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Re Washington Gas Light Company 


P.U.C. No. 3551, Formal Case No. 436, Order No. 4088 
June 30, 1954 


PPLICATION for authority to include purchased gas adjust- 
A ment provision in retail gas rate schedule; granted. For 
decision on plan for refunds, see post, p. 111. 


Reparation, § 42 — Interest on refunds. 

1. A natural gas rate schedule, providing for adjustments in charges for 
retail gas service to reflect increases and decreases in the wholesale price of 
natural gas, need not provide for payment of interest in refunds to the cus- 
tomers where the adjustment clause makes no provision for collecting from 
customers an increase in gross receipts tax related to any increase in reve- 
nues based on the increased cost of natural gas and collection of the higher 
gross receipts tax would more than offset the interest on refunds, thereby 
producing a net result favorable to the customers, p. 108. 


§ 302 — Natural gas — Purchased gas adjustment. 
2. A purchased gas adjustment provision in a natural gas distributing com- 
pany’s rate schedule, with general service provisions providing an automatic 
adjustment of retail rates to the extent of increases or decreases in the whole- 
sale price of natural gas, was approved as being just and reasonable in the 
“1 interest and consistent with the purposes of all applicable laws, p. 
¥ 
to as the “company”’) filed an applica- 
tion which was supplemented June 17, 
1954, requesting authority to establish, 
as a part of its rate schedules and gen- 
eral service provisions, a purchased 
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By the CoMmIssIon : 


Nature of Proceeding 
On May 26, 1954, Washington Gas 
Light Company (hereinafter referred 
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gas adjustment provision prescribing, 
for gas service in the District of Colum- 
bia, (1) adjustments of charges for 
gas sold in accordance with decreases 
or increases in the wholesale price of 
natural gas purchased by the company, 
and (2) credit adjustments to bills 
to effectuate reimbursement to cus- 
tomers. 

By a separate application also filed 
on May 26, 1954, the company re- 
quested approval of a plan for making 
credit adjustments to customers’ bills 
representing reimbursement of por- 
tions of retail charges collected by the 
company for gas sold during the period 
May 29, 1953, through February 28, 
1954 (PUC No. 3517/6—Formal 
Case No. 437). Since the two appli- 
cations were related, the commission 
consolidated them for hearing. 

After appropriate notice, a formal 
public hearing was held on June 25, 
1954, at which representatives of the 
Maryland Public Service Commission 
and the State Corporation Commission 
of Virginia were present. 

A petition for leave to intervene was 
granted to the United States of Amer- 
ica through its general services admin- 
istration whose counsel offered no 
testimony but expressed approval of 
the company proposals as fair and 
equitable. 

Testimony for the company was pre- 
sented by Everett J. Boothby, presi- 
dent, and Otis H. Ritenour, vice- 
president-finance. Testimony for the 
commission was presented by J. W. 
Falk, executive accountant and auditor. 


Reason for Proposal 

The record shows that the purchased 
gas adjustment provision is proposed 
by the company as an inexpensive and 
simplified method of adjusting charges 
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to retail customers for gas service in 
accordance with decreases or increases 
in the wholesale price of natural gas 
purchased by the company. The com- 
pany contends that such a method is 
needed because (a) the cost of natural 
gas is the largest single element in the 
company’s operating expenses; (b) 
the wholesale price of natural gas pur- 
chased by the company is subject to 
change on relatively short notice and 
is not subject to the regulation of this 
commission or of any other commis- 
sion having jurisdiction over the retail 
rates of the company; and (c) it is 
advantageous to have such changes in 
the cost of natural gas_ reflected 
promptly in charges to retail cus- 
tomers. 

The witness for the commission 
also testified that in his opinion the 
proposed purchased gas adjustment 
provision was desirable and essential 
to the effective regulation of retail 
gas rates in the interest of both the 
consumers and the company. 


Changes in Cost of Natural Gas 

The company buys its supply of 
natural gas from Atlantic Seaboard 
Corporation, a subsidiary of The 
Columbia Gas System, Inc. The rates 
which Atlantic Seaboard charges the 
company are subject to regulation by 
the Federal Power Commission under 
the Natural Gas Act (52 Stat 821; 15 
USCA § 717). Changes in the whole- 
sale price of natural gas may become 
effective under the act on relatively 
short notice. Decreases may become 
effective within thirty days, and in- 
creases within six months. Further- 
more, if an increased price established 
by a natural gas pipeline company un- 
der the act is found by the Federal 
Power Commission to have heen too 
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high, such commission has the juris- 
diction to determine the proper whole- 
sale price and to order a refund to be 
made by the natural gas pipeline com- 
pany for any charges collected in ex- 
cess of the price found to be just and 
reasonable. 

Since 1951 there have been five 
changes in the wholesale price of natu- 
ral gas to the company. Some of the 
changes were increases and some were 
decreases. As a result of two of the 
increases, the company applied to this 
commission for general rate increases 
which were authorized in 1952 and 
1953, respectively, by Orders Nos. 
3876 and 3989. A settlement of the 
wholesale price increase which was 
largely responsible for the increase in 
retail rates authorized by Order No. 
3989 has recently been agreed upon 
and approved by the Federal Power 
Commission. The rates previously 
charged by Atlantic Seaboard were 
found to have been too high, and the 
company received a refund of part of 
the overcharges paid. As a result, the 
company filed a plan for the reimburse- 
ment of its retail customers for a por- 
tion of the increased charges for gas 
service authorized by Order No. 3989 
—which plan is the subject of a sepa- 
rate Order No. 4089, post, p. 111. 

A further change in the wholesale 
price of natural gas, which became 
effective on March 1, 1954, has recent- 
ly been settled and was approved by the 
Federal Power Commission by order 
issued on June 24, 1954, in Docket 
No. G-2275. As a result of such 
change, the wholesale prices for natu- 
ral gas are reduced effective March 1, 
1954. It is expected that this reduced 
wholesale price will apply for a period 
extending to November 1, 1954, at 


which time the wholesale price of gas 
is expected to change again, as a result 
of the filing by Atlantic Seaboard in 
May, 1954, of a new tariff. Such 
change will be an increase in whole- 
sale prices which, in turn, will be col- 
lected under the provisions of the Nat- 
ural Gas Act with the possibility of a 
refund later to the company. 

The record shows that changes in 
this most important element of operat- 
ing expenses have a material effect on 
the earnings of the Company, and can 
only be reflected in increases or de- 
creases in retail rates under present 
procedure after time-consuming and 
expensive investigations by the com- 
mission of all elements related to a 
determination of fair and reasonable 
rates. The proposal for automatic 
adjustment for increases and de- 
creases in the cost of natural gas will 
not eliminate the necessity for future 
rate proceedings, by reason of the pos- 
sible effect of changes in other elements 
of cost, but it should minimize the 
number of such proceedings which 
might otherwise result. 


The record shows that the purchased 
gas adjustment provision is very sim- 
ilar, in its operation, to the fuel adjust- 
ment provisions presently included in 
certain of the rate schedules for electric 
service approved by this commission, 
as well as in many rate schedules 
throughout the country; also that the 
necessity for developing some form of 
automatic regulation of gas rates, to 
reflect changes in the wholesale price 
of natural gas, is receiving consider- 
able attention by many of the state 
regulatory commissions of the country. 
Purchased gas adjustment provisions 
apply to the retail rates of thirty-three 
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gas utilities scattered through eighteen 
states. 


Operation of the Adjustment Provision 

[1] The company requests that the 
adjustment provision be authorized 
for inclusion in its rate schedules and 
general service provisions as of July 1, 
1954. Similar purchased gas adjust- 
ment provisions proposed by the com- 
pany to apply to its retail rates in 
Maryland and Virginia, have been 
filed with the Public Service Commis- 
sion of Maryland and the State Cor- 
poration Commission of Virginia, 
respectively. In each such jurisdiction 
the company is also asking that the 
adjustment provisions be made effec- 
tive July 1, 1954. 

Under the proposed purchased gas 
adjustment provision, adjustments in 
charges for retail gas service would be 
made automatically to reflect increases 
and decreases in the wholesale price 
of natural gas, when such increases or 
decreases amount to $100,000 or more 
per annum. Ifthe company should re- 
ceive a refund from Atlantic Seaboard 
representing excess payments for a 
prior period, the adjustment provision 
provides for credit adjustments on 
future retail bills to be made auto- 
matically, in a manner which would 
pass on to retail customers the benefits 
of such a refund to the company. Any 
decreases or increases in retail charges 
may become effective with meter read- 
ings taken on and after the thirtieth 
day following the effective date of the 
change in wholesale prices. The plan 
also provides that at least ten days 
prior to any purchased gas adjustment, 
the company shall file with the commis- 
sion certain detailed information show- 
ing the basis for the proposed change 
in retail rates. 


4 PUR 3d 





DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 





The purchased gas adjustment 
clause makes no provision for collect- 
ing from the customers an increase in 
gross receipts tax related to any in- 
crease in revenues based on the in- 
creased cost of natural gas. Nor does 
the plan provide for including interest 
in any refund to the customers even 
though the company receives interest 
on refunds to it from Atlantic Sea- 
board Corporation. The record shows 
that the former would more than offset 
the effect of the latter, thereby pro- 
ducing a net result favorable to the 
customers. Further, that to include 
provision for such related items would 
unduly affect one of the important 
attributes of the proposal, that of its 
simplicity of application. The com- 
mission accordingly finds and con- 
cludes that the inclusion of interest 
in refunds to the customers should 
not be required, and that such exclu- 
sion is not adverse to the public inter- 
est. 


Initial Rates in the Adjustment Pro- 
vision 

A purchased gas adjustment provi- 
sion, when established, must be based 
on retail rates which meet the tests 
required by law. Such rates must be 
just and reasonable. Any increase or 
decrease under the operation of such 
a provision will reflect only the change 
in the wholesale price of natural gas, 
and the equity of the basic rate will 
remain unchanged. 

Present retail rates of the company 
were established by Orders Nos. 3989 
and 3992. In its findings and opinion 
set forth in Order No. 3989, the com- 
mission concluded that the increased 
retail rates authorized thereby would 
cover all costs of operation of the com- 
pany applicable to service in the Dis- 
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trict of Columbia and provide a return 
on average net investment of 6.25 per 
cent per annum for the calendar year 
1953. Testimony adduced in the 
present proceedings shows that sys- 
tem operations for the year 1953, ad- 
justed to reflect increased retail rates 
for the full year, changes in the whole- 
sale price of natural gas, and increased 
labor rates, resulted in a rate of return 
earned of 5.57 per cent. The record 
also shows that the earnings of the 
company for the year 1953, on the 
basis of operations in the District of 
Columbia only, and adjusted as afore- 
said, would have produced a rate of 
return of 6.13 per cent per annum. 
In view of the close proximity of the 
pro forma earnings for the calendar 
year to the rate of return which the 
commission found would be earned 
by the rates established pursuant to 
Order No. 3989, and giving considera- 
tion to the weather experienced in 
1953, the commission finds that retail 
rates in the District of Columbia au- 
thorized by Order No. 3992 are just 
and reasonable, and provide a proper 
basis, or starting point for the opera- 
tion of the purchased gas adjustment 
provision. 


The retail rates authorized by Order 
No. 3992 were derived from costs of 
operation of the company which in- 
cluded the cost of natural gas pur- 
chased under a wholesale tariff com- 
prised of a rate of $2.60 per Mcf per 
month, for billing demand charge, and 
25.7 cents per Mcf for all gas pur- 
chased. As set forth in the purchased 
gas adjustment provision, the basic 
wholesale rate, from which any future 
changes in wholesale prices would be 
computed, is the rate of $2.60 per 
Mcf per month demand charge and 
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25.7 cents per Mcf commodity charge. 
As of March 1, 1954, the wholesale 
price of gas was changed and is ex- 
pected to be changed again very short- 
ly. The expected change is a result of 
an agreement between Atlantic Sea- 
board and its wholesale customers 
reached on June 3, 1954, and approved 
by the Federal Power Commission on 
June 24, 1954. The revised wholesale 
price is effective retroactively as of 
March 1, 1954; it consists of a demand 
charge of $1.96 per Mct per month, 
and a commodity charge of 31.19 cents 
per Mcf, with a heat adjustment clause 
based on 1,150 Btu content of gas. 
Under such agreed wholesale rates. 
the price of gas to the company would 
be lower than the basic rate set forth 
in the purchased gas adjustment pro- 
vision. However, such lower whole- 
sale price effective as of March 1, 
1954, is expected to be superseded by 
higher rates effective November 1, 


1954. 


Effect of Provision 

If the adjustment provision becomes 
effective, and based on the revised 
wholesale rates effective as of March 
1, 1954, an automatic downward ad- 
justment will be made in retail charges 


to gas customers. The record shows 
that such reduction in the wholesale 
price of natural gas to the company 
will result in a reduction in retail 
charges to the customers of the com- 
pany of .37 cents per therm. The 
company will apply the downward ad- 
justment to gas bills beginning with 
meter readings taken on and after 
August 1, 1954. Under the operation 
of the adjustment provision, retail 
charges to customers would continue 
to show the reduction of .37 cents per 
therm from August 1, 1954, until the 
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next change becomes effective under 
the adjustment provision. The next 
change is expected now to become ef- 
fective with meter readings taken thirty 
days after November 1, 1954—\the date 
when the wholesale price of natural 
gas is expected to increase. The in- 
crease in the wholesale price of natural 
gas, when translated into the purchased 
gas adjustment effective December 1, 
1954, will be an increase in retail 
charges above the basic rate of approxi- 
mately .56 cents per therm. 

For the period between March 31 
and August 1, 1954, retail customers 
will receive reductions in charges for 
gas used in the corresponding months 
of 1955—April through July. 


Conclusions 

[2] In considering the proposal of 
the company, the commission faces the 
problem of deciding whether regula- 
tion of retail charges for gas can best 
be accomplished by the orthodox and 


lengthy proceedings heretofore fol- 
lowed, or by the simplified and 
shortened method set forth in such a 
purchased gas adjustment clause. The 
commission clearly has the power to 
authorize the use of shortened pro- 
ceedings, in paragraph 18 of the Act 
of Congress approved March 4, 1913. 
The sliding-scale arrangement under 
which rates for electricity in the Dis- 
trict of Columbia have been determined 
for many years is well known. While 
the purchased gas adjustment provi- 
sion is not a sliding-scale arrangement, 
it does possess some of the desirable 
characteristics of a sliding scale in that 
it affords a convenient, equitable, and 
inexpensive method of adjusting retail 
charges. 

Of the total operating and mainte- 
nance expenses of the company, the cost 
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of natural gas is nearly half. The level 
of the wholesale price of natural gas lies 
beyond the control of the company and 
of this commission; it is determined 
almost entirely by federal regulation. 
An attractive feature of the purchased 
gas adjustment clause is that it oper- 
ates to incorporate in charges, to retail 
customers, decreases and increases in 
a gas utility’s predominant item of 
expense without in any way enlarging 
the return earned by the company. 

The provision, moreover, does not 
take the place of conventional rate 
proceedings whenever they may be re- 
quired. The commission reserves the 
right at all times to investigate the 
levels of the company’s retail rates. 
Whenever the commission’s investiga- 
tions indicate that retail rate levels 
of the company, as they may be al- 
tered from time to time by application 
of the purchased gas adjustment pro- 
vision, may be either too high or too 
low, the commission may proceed to 
institute full formal hearings. 


After full consideration of the evi- 
dence of record the commission finds 
and concludes that for the purpose of 
providing an effective and inexpensive 
method of adjusting retail rates to 
the extent of decreases or increases in 
the wholesale price of natural gas, the 
purchased gas adjustment provision is, 
in the words of the governing statute, 
a “financial device that may be prac- 
ticable and advantageous to the parties 
interested.” Accordingly, the commis- 
sion concludes that the purchased gas 
adjustment provision proposed by the 
company as a part of the rate schedules 
and general service provisions of the 
company is just and reasonable, is in 
the public interest, and is consistent 
with the purposes of all applicable laws. 
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Therefore, it is Ordered, 

Section 1. That Washington Gas 
Light Company be authorized to es- 
tablish as of July 1, 1954, a general 
service provision in the form attached 
hereto as Appendix A [omitted here- 
in], prescribing for gas service in the 
District of Columbia (a) adjustment 
of charges for gas sold in accordance 
with changes in the price of gas pur- 
chased by Washington Gas Light Com- 
pany, and (b) credit adjustments to 
bills to effectuate refunds to its cus- 
tomers ; 

Section 2. That all rate schedules 


of the company shall be modified by 
the addition thereto of the following 
legend: 


Purchased Gas Adjustment 

The charges specified in this sched- 
ule shall be subject to an adjustment 
per therm for increases or decreases in 
the supplier’s rate for purchased gas, 
in accordance with § 16 of the General 
Service Provisions; 

Section 3. That within ten days 
the company shall file new rate sched- 
ules and general service provisions em- 
bodying the changes herein authorized. 
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Re Washington Gas Light Company 


P.U.C. No. 3517/6, Formal Case No. 437, Order No. 4089 
June 30, 1954 


PPLICATION by gas company for approval of plan for making 
A refunds to retail customers; granted. For decision on 
rate schedule, see ante, p. 105. 


Reparation, § 39 — Refund of overcharges — Credit adjustments on bills. 
A natural gas distributing company which had received a rate increase based 
upon the increased cost of gas purchased by it was authorized, upon obtaining 
a refund from its supplier, to reimburse its customers by credits on gas bills 
for months corresponding to the months during which it collected the higher 


rates subject to refund. 


By the ComMISsION: 


Nature of Proceeding 

On May 26, 1954, Washington Gas 
Light Company (hereinafter referred 
to as the “company”’) filed an appli- 
cation in the form of a letter ad- 
dressed to the commission requesting 
approval of a plan for making credit 
adjustments to customers’ bills repre- 
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senting reimbursement of portions of 
retail charges collected by the company 
for gas sold during the period May 
29, 1953, through February 28, 1954. 
By a separate application also filed on 
May 26, 1954, the company requested 
authority to establish a purchased gas 
adjustment provision (P. U. C. No. 
3551—-Formal Case No. 436). Since 
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the two applications were related, the 
commission consolidated them for 
hearing. 

After appropriate notice, a formal 
public hearing was held on June 25, 
1954, at which representatives of the 
Maryland Public Service Commission 
and the State Corporation Commis- 
sion of Virginia were present. 

A petition for leave to intervene was 
granted to the United States of Ameri- 
ca through its general services admin- 
istration, whose counsel offered no 
testimony but expressed approval of 
the company proposals as fair and 
equitable. 

Testimony for the company was pre- 
sented by Everett J. Boothby, presi- 
dent, and Otis H. Ritenour, vice-presi- 
dent-finance. (Testimony for the 
commission was presented by J. W. 
Falk, executive accountant and audi- 
tor. 


Reason for Proposal 
On November 28, 1951, and No- 
vember 21, 1952, Washington Gas 
Light Company filed applications with 
this commission for general increases 
in retail gas rates in the District of 
Columbia. Investigations were insti- 
tuted by the commission and formal 
hearings held, the proceedings being 
designated as Formal Cases Nos. 414 
and 422, respectively. In Formal Case 
No. 414 the commission entered its 
Orders Nos. 3876 and 3879, approv- 
ing and authorizing increased retail 
rate schedules effective on meter read- 
ings taken on and after May 8, 1952. 
In Formal Case No. 422, the commis- 
sion entered its Orders Nos. 3989 and 
3992, authorizing and approving in- 
creased retail rates effective with me- 
ter readings taken on and after May 
29, 1953. 
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In its applications in both of such 
proceedings the company stated that 
a substantial portion of the increased 
cost of service which necessitated the 
application for higher retail rates was 
the direct result of increases in the 
wholesale price of natural gas required 
to be paid by the company to its sup- 
plier, Atlantic Seaboard Corporation. 
The company stated further, in such 
applications, that in the event it re- 
ceived a refund from Atlantic Sea- 
board Corporation of some part of the 
increased cost of natural gas which 
the company had collected from retail 
customers in the form of higher re- 
tail charges, the company would re- 
imburse its customers in a manner to 
be submitted to and approved by this 
commission. 


Proposed Refunds 

Refunds were received by the com- 
pany from Atlantic Seaboard on 
March 5, 1954, in accordance with an 
order of the Federal Power Commis- 
sion accepting a compromise settle- 
ment of rate proceedings relating to 
two increased wholesale tariffs of At- 
lantic Seaboard Corporation. The 
first increased tariff was effective from 
March 7, 1952, through February 14, 
1953. The second increased tariff be- 
came effective February 15, 1953, and 
extended until February 28, 1954. 

For the gas purchased by the com- 
pany between March 7 and February 
14, 1953, the company received a re- 
fund of $281,485.75. The company 
contends, however, that no adjustment 
in retail rates should be made as a 
result of such refund. The reason is 
that the cost of gas to the company, 
even under the lower wholesale rates 
established by the Federal Power Com- 
mission order, was more than the cost 
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of purchased natural gas actually in- 
cluded in the cost of service of the 
company for the test period on which 
this commission based its findings and 
ordered the increased retail rates es- 
tablished in Formal Case No. 414. 
Witness Falk for the commission tes- 
tified that on the basis of his studies 
he had also arrived at the conclusion 
that no refund is due the customers 
for this period. 

For gas purchased by the company 
between February 15, 1953, and Feb- 
ruary 28, 1954, the reduction in cost 
to the company on a system basis 
amounted to $1,393,050.72, of which 
$1,297,185.74, exclusive of interest, 
was represented by an actual refund 
received on March 5, 1954, and $95,- 
864.98 was represented by a direct re- 
duction in the cost of purchased gas 
as billed for the month of February, 
1954. The company presented an ex- 
hibit showing that on the basis of 1953 
volumes of gas purchased, it received 
a reduction in the cost of natural gas 
equivalent to .47 cents per therm of 
gas sold at retail by the company. 

Since the related increase in retail 
rates in the District of Columbia was 
not effective until May 29, 1953, the 
company proposed to refund to its cus- 
tomers that portion of the refund re- 
ceived from Atlantic Seaboard Cor- 
poration collected from its customers 
between May 29, 1953, and February 
28, 1954, in the form of higher re- 
tail rates, in the total amount of $474,- 
149. 

Witness Falk for the commission 
testified that in his opinion the com- 
pany had properly limited the refund 
to its District of Columbia customers 
to the period from May 29, 1953, to 
February 28, 1954, and that the 
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amount of $474,149 represented the 
proper amount to be refunded. This 
amount is equivalent to $631,275 on 
an annual basis, or approximately 85 
per cent of the annual increase in re- 
tail gas rates of $752,000 which be- 
came effective May 29, 1953, in 
accordance with Order No. 3992 of 
this commission. 


Proposed Method of Refund 

The company proposes to reimburse 
its customers in the District of Colum- 
bia by credits on gas bills rendered 
based on meter readings taken on and 
after July 1, 1954. The credits will 
be made for months corresponding to 
the months during which the company 
collected higher charges from its re- 
tail customers which are subject to 
refund, that is for the period from 
May 29, 1953, through February 28, 
1954. However, in view of the fact 
that it has not been practicable for the 
company to complete arrangements in 
time to make the first credits on bills 
in May, 1954, the company will com- 
mence the adjustment period in July, 
1954, and include on the July bills 
the total of the credit adjustments ap- 
plicable for May and June as well as 
for the month of July. 

The record shows that the amounts 
subject to refund by months will be 
determined by applying the previously 
referred to unit reduction of .47 cents 
per therm to therm sales to customers 
during the period from May 29, 1953, 
to February 28, 1954. Based on the 
monthly amounts thus determined, a 
unit credit per therm will be devel- 
oped based on estimated therm sales 
to customers for the months July, 
1954, through February, 1955, which 
will be applied to the therm consump- 
tion for each customer during the pe- 
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riod, to the end that the total amount 
of $474,149 will be credited to the 
customers. Other possible methods of 
making the refund were explored but 
were not recommended in view of the 
expense involved. It is clear from the 
record that the proposed method of re- 
funding is a reasonable and practicable 
method of accomplishing the refund 
from the standpoint of the customers 
as a whole. 


Conclusions 

Based on a full consideration of the 
record in this proceeding, the commis- 
sion finds and concludes that the pro- 
posal submitted by the company for 
the refund to customers in the District 
of Columbia of an aggregate amount 
of $474,149, in the form and manner 


set forth in the application, is in the 
public interest. 

Therefore, it is Ordered: 

Section 1. That the method of re- 
imbursement to customers of the Dis- 
trict of Columbia of the aggregate 
amount of $474,149, as set forth in 
the application of Washington Gas 
Light Company dated May 26, 1954, 
be and it hereby is approved and au- 
thorized; and 

Section 2. That credits to custom- 
ers’ bills in accordance with the plan 
submitted by Washington Gas Light 
Company be commenced by such com- 
pany with bills rendered pursuant to 
meter readings taken on and after July 
1, 1954, and be continued until the 
aggregate amount of $474,149 is re- 
turned to customers. 
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Re New Canaan Water Company 


Docket No. 8920 
June 9, 1954 


PPLICATION by water company for authority to increase 
i \ rates; modified increase authorized. 


Return, § 25 — Comparative returns. 
1. The commission cannot fix a fair return for a given company solely by the 
use of a predetermined percentage figure reached by comparison with what 
has been allowed other companies in other communities, since a fair return 
might differ not only between companies but might vary from time to time 
for the same company, p. 116. 

Return, § 10 — Net book cost — Earnings requirements. 
2. A return calculated on net book cost only, without regard for the earnings 
requirements brought about by the capitalization of a water company, would 
overstate the revenue requirements necessary for the company to maintain 
its financial integrity, p. 116. 

Return, § 44 — Hazardous nature as factor — Small water company. 
3. Additional return because of a water company’s alleged hazardous nature 
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is not justified, where the unfavorable factor of the company’s small size is 
offset by the historical earnings record, the tendency of earnings to improve, 
and the stable nature of the company’s business, p. 117. 
Rates, § 143 — Reasonableness — Cost of service. 

4. In measuring the reasonableness of present and proposed schedules, the 
commission must consider their adequacy to provide for the cost of operating 
and maintaining the property, including depreciation and taxes, a reasonable 
return to investors, and a balance to transfer to surplus, p. 117. 


Return, §115 — Water company. 
5. A return of 4.5 per cent was considered reasonable for a water company, 
p. 118. 

Expenses, § 28 — Accounting services — Small water company. 


6. The hiring of professional accountants to perform accounting duties 
formerly carried out by company employees is not unreasonable and the 
expense should be allowed as an additional administrative expense for a 
small water company, p. 118. 

Rates, § 619 — Water company — Fire protection. 
7. A water company should be authorized to increase rates for fire pro- 
tection service where the proposed rates are reasonable and would amount 
to only 10 per cent of the total revenues authorized, p. 120. 

Rates, § 612 — Water company — Flat rate increase — Construction. 


8. A water company should be authorized to increase flat rates for water 
used for construction purposes upon a showing that such increase is reason- 
able and would add only $90 to the company’s annual revenues, p. 120. 


> 


By the Commission: By a sched- sion appearing necessary in the public 
ule of rates and charges filed to be- interest. 
come effective January 1, 1954, The The matter was assigned for public 
New Canaan Water Co., a public hearing at the office of the commis- 
service company as defined ” § 5390 sion in Hartford on December 21, 
of the General Statutes, Revision of 1953 Notice of the pendency of the 
1949, hereinafter referred to as the proposed rate increase and of the pub- 


company, seeks authority to increase 
its rates and charges for water serv- 
ice to yield an additional $6,700 in 
annual revenues based on 1953 expe- 
rience. 

The commission on its own motion 
entered upon an investigation of the 
reasonableness of the proposed sched- 


lic hearing thereon was given to the 
company, to the town of New Canaan, 
and to such other parties as the com- 
mission deemed necessary, and by ad- 
vertisement in a newspaper having a 
circulation in New Canaan, all as fully 
appears from the commission’s order 


ule of rates and charges and by its no- of notice and return of its secretary 
tice of hearing and order of suspension, thereon, on file. At the time and place 
dated November 18, 1953, suspended Set for the hearing, the company ap- 
the operation of the proposed rates peared by counsel. The First Select- 
pending its conclusions thereon, such man of the town of New Canaan ap- 
action in the opinion of the commis- peared as an intervenor. The hearing 
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was continued to January 19, 1954, 
and was concluded on that date. 

A description of the area served by 
the company, the physical character- 
istics and a brief history of the com- 
pany are contained in Docket No. 
8576, issued January 18, 1952, in 
which the rates of this company were 
last before the commission for its con- 
sideration. 

The present rates and charges which 
apply to all classes of the company’s 
customers became effective in 1931 
with the exception of fire protection 
charges. These became effective 
early in 1952 as a result of the order 
of this commission in Docket No. 
8576, supra. 

The company maintains among 
other things that the cancellation by 
the commission of the schedule of in- 
creased rates and charges for general 
service, as filed in 1951, has resulted 
in the inability of the company to real- 
ize a fair rate of return on the plant 
dedicated to the public service. The 
company bases its claim for rate re- 
lief on the alleged need for additional 
income to enable it to earn at a rate 
equivalent to 5.1 per cent on a net 
book rate base on December 31, 1954. 
It claims that the present schedule of 
rates and charges enabled the com- 
pany to earn only 4.19 per cent in 
1953 and that in 1954 it would be 
only 4.11 per cent. This level of earn- 
ings, it maintains, is less than just and 
reasonable. 

[1] A fair rate of return for a given 
company cannot be fixed solely by the 
use of a predetermined percentage fig- 
ure reached by comparison with what 
has been allowed other companies in 
other communities by this or any other 
commission. Indeed, a fair rate of 
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return might differ not only between 
companies but might vary from time 
to time for the same company. Each 
case must, therefore, be determined on 
its own merits. 

[2] Applying this reasoning to the 
instant proceeding, it appears that a 
return calculated on net book cost only, 
without regard for the earnings re- 
quirements brought about by the cap- 
italization of the company, would 
overstate the revenue requirements 
necessary for the company to main- 
tain its financial integrity. This may 
be demonstrated readily when the 1953 
return of 4.19 per cent is reduced to 
dollars. The utility operating income 
which results in such a rate of return 
is $19,860, as will appear more fully 
in income statements reproduced be- 
low. This operating income after all 
income deductions would enable the 
company to pay a dividend of $9,000 
which is equal to 6 per cent on the 
par value of its common capital stock 
and transfer $1,793 to unappropriated 
earned surplus. 


At the end of 1953, the company 
had gross plant of approximately 
$680,400, a depreciation reserve of 
$191,660, and customers’ contribu- 
tions of some $34,200, or a net plant 
of some $454,540. The company’s 
capitalization, however, consists of 
common capital stock of $150,000, 
made up of 6,000 common shares $25 
par and $200,000 series A and $42,- 
500 series B 3% per cent first mortgage 
bonds due April 1, 1970. In addition, 
total surplus consists of $91,877 of 
which $33,875 is earned surplus, $11,- 
750 is capital surplus, $12,042 pre- 
mium on capital stock, and $34,209 
represents contributions in aid of con- 
struction. 
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The management of the company 
has recently changed and it is the pres- 
ent management’s announced intention 
to establish a relatively uniform divi- 
dend policy in contrast to the fluctuat- 
ing policy, on which this commission 
commented in its Docket No. 8576, 
supra. To this end, a limitation on 
dividends equal to 80 per cent of net 
income has been established by the 
board of directors. The company 
claims that this dividend policy, in or- 
der to be successful in preserving the 
company’s financial integrity, should 
provide for sufficient net income to en- 
able it to pay a divident equivalent to 
8 per cent on the par value of the out- 
standing common capital stock. 

[3] The company points to the un- 
favorable consequences which result 
from its small size and claims that 
an increase in expenses which might 
be inconsequential for a larger com- 
pany would be of considerable impor- 
tance to this company and might even 
result in an impairment of its credit. 
It emphasizes, for example, that its 
earned surplus as of December 31, 
1953, was $33,875 and that under the 
terms of its series A and B bond inden- 
ture no dividends may be paid if the 
payment will reduce the earned surplus 
below $27,000. It claims that a suc- 
cession of two unfavorable years might 
well result in reducing earned surplus 
to the $27,000 figure, thereby prevent- 
ing the company from making divi- 
dend payments in that year to the det- 
riment of its financial integrity. 

Offsetting the unfavorable factor of 
this company’s size, however, are the 
historical earnings record of the com- 
pany, the tendency of its earnings to 
improve, and the nature of its busi- 
ness. As disclosed in this commis- 
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sion’s finding in Docket No. 8576, su- 
pra, on page 9, between 1946 and 1950, 
both inclusive, operating revenues in- 
creased by 25 per cent while operating 
expenses, including depreciation and 
taxes, increased only 20 per cent re- 
sulting in an increase of 32 per cent 
in utility operating income and after 
other net revenue deductions, an in- 
crease in net income of 47 per cent in 
the same period. The years 1951 and 
1952 were less favorable but according 
to the company’s own testimony 1953 
will show utility operating income of 
$19,859.74 while 1954 under present 
rates will show $20,559. 

As will be disclosed from the in- 
come statements reproduced below, the 
company’s estimated experience in 
1954 shows an improvement in opera- 
tions generally even after making pro- 
vision for the amortization of certain 
expenses more fully discussed below. 

Finally, the low percentage of com- 
mercial revenues, the absence of indus- 
trial revenues, and the stable nature of 
the company’s business give to this 
company an advantage not enjoyed by 
many others of comparable size. We 
feel, therefore, that there is no partic- 
ular reason to consider this company 
as a particularly hazardous risk. As 
a matter of fact, it is probably well sit- 
uated from an earnings point of view. 

[4] In making the essential deter- 
mination whether the presently effec- 
tive schedule of rates and charges 
yields a fair return or whether higher 
rates are necessary and, if so, to what 
extent, we must consider all of the 
factors which have already been dis- 
cussed. That is to say, when meas- 
uring the reasonableness of the pres- 
ent and proposed schedules of rates 
and charges we must consider their 
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adequacy to provide for the cost of 
operating and maintaining the prop- 
erty, including a provision for depre- 
ciation and taxes, a reasonable return 
to investors, and a balance to transfer 
to surplus, Federal Power Commis- 
sion v. Hope Nat. Gas Co. (1944) 320 
US 591, 51 PUR NS 193, 88 L ed 
333, 64 S Ct 281. 

[5] Viewed in this light, we con- 
clude that the present schedule of rates 
and charges are less than just and 
reasonable. On the other hand, a 
schedule of rates and charges which 
will yield revenues sufficient to provide 
utility operating income equivalent to 
4.5 per cent will enable the company to 
pay a reasonable dividend and have a 
satisfactory margin to transfer to sur- 
plus. We see no’reason, therefore, for 
concluding that a rate of return of 5.1 
per cent is necessary for this company. 
For this reason, we find rates which 
will yield a return of 5.1 per cent are 
more than just and reasonable and 
rates yielding a return of approximate- 
ly 4.5 per cent are no more than just 
and reasonable. 

We proceed, therefore, to consider 
the company’s actual experience and 
whether these revenues will be realized 
under present rates and charges. 

In 1953, the company’s actual expe- 
rience showed revenues of $80,764 an- 
nually. After operating revenue de- 
ductions of $60,904, the company had 
utility operating income of $19,860 
which, after all income deductions, re- 
sulted in $10,793 net income. In 
1953, the company paid a dividend of 
$7,800 on the outstanding common 
capital stock with a balance transferred 
to surplus of $2,993. This dividend 
amounts to 5.2 per cent on the par 
value of the outstanding shares and in 
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the opinion of the company is less than 
sufficient while the utility operating 
income earned in 1953 is, in the 
opinion of the company, less than a fair 
return on property used and useful in 
providing public service. Neverthe- 
less, the dollar amount of utility oper- 
ating income shows an improvement 
over the preceding year 1952, when 
$17,491 of utility operating income 
was earned. 

[6] The operating expenses in- 
curred in 1953, reflect only part of 
a year’s experience with certain in- 
creases in several accounts which will 
be reflected for an entire year in 1954. 
In its presentation of its case, the com- 
pany has made a retroactive adjust- 
ment of these expenses and applied 
them pro forma to the year 1953 ex- 
penses. The adjustments are prin- 
cipally in labor and administrative and 
general expenses. The labor expense 
is spread through various accounts and 
amounts in total to a $403 increase 
for the pro forma year 1953. This is 
the result of a 6.2 per cent increase in 
wages for outside labor, effective May 
1, 1953, and $5 per week increase in 
wages paid the secretary, effective Oc- 
tober 1, 1953. The other adjustments, 
including administrative and general 
expenses, amount to $1,595, or a to- 
tal of $1,998 from both sources. The 
increases in administrative and gener- 
al expenses are brought about largely 
by expanding the engagement of a 
firm of accountants and auditors who 
will perform the usual professional ac- 
counting services for the company in 
a more detailed manner than hereto- 
fore. Prior to the new arrangement 
with this firm, such accounting duties 
as were performed were carried out 
by employees of the company along 
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with their other duties, and the ac- 
countants merely performed a formal 
balance sheet audit. With the new 
management which has recently taken 
over operation of the company, how- 
ever, there has come a realization that 
such a method is inadequate to keep 
the company abreast of its financial po- 
sition and otherwise to supply it with 
necessary financial data. The engage- 
ment of such professional services does 
not appear unreasonable and the at- 
tendant expenses have been allowed by 
this commission. In the same manner, 
the increases in wages reflect minor 
upward adjustments in several wage 
scales and salaries and are not unrea- 
sonable. For example, the president 
of the company still receives no salary 
for his duties and the salaries of other 
administrative officers are relatively 
nominal. 

In making this adjustment from 
1953 actual to 1954 estimated, the pro 
forma expenses already described were 
further increased by the amount of 
known charges which would occur in 
1954 amounting in total to $548. 
Lastly, the 1954 experience was ad- 
justed upward by a provision for amor- 
tization over a 4-year period of the 
cost of making repairs on a roadway 
leading to one of the company’s reser- 
voirs amounting to $825 per year and 
a similar amortization for the cost of 
a distribution system map amounting 
to $125 per year. The upward adjust- 
ment in the 1953 pro forma expenses 
while minor nevertheless has been ex- 
amined carefully and appears reason- 
able while the allowance for amortiz- 
ing the cost of the roadway and dis- 
tribution map appears to be a necessary 
item of expense and has been allowed 
as reasonable. Mention should be 
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made here of the amortization of the 
cost of this rate proceeding amounting 
in total to $11,000 which will be amor- 
tized over a 5-year period at a rate of 
$2,200 per year. 

After making upward adjustments 
in operating revenues at the rate of 
6.2 per cent per year which corre- 
sponds with the increase of the com- 
pany’s operating revenues in 1953 as 
compared with 1952, the company will 
show in 1954, under the present scale 
of rates after making adjustments as 
already described, operating revenues 
of $85,910, operating revenue deduc- 
tions of $65,351, with resulting operat- 
ing income of $20,559. 

Under the requested schedule of 
rates and charges, the corresponding 
figures would be operating revenues 
$93,106, operating revenue deductions 
$67,585, and utility operating income 
$25,521. 

An examination of these figures and 
comparison with the company’s rate 
base calculated in the manner set forth 
in Table II, below, reveals that for 
the year 1953 the experience of the 
company resulted in a rate of return 
of 4.19 per cent while in 1954, at pres- 
ent rates, the company estimates it 
will earn 4.11 per cent and under pro- 
posed rates 5.1 per cent. We have 
already set forth our conclusion and 
the reasons, therefore, that a rate of 
return of 4.5 per cent is sufficient to 
enable the company to maintain its fi- 
nancial integrity and is a fair return 
for it. There appears no reason, there- 
fore, for the company to realize rev- 
enues which will yield a rate of 5.1 
per cent on its property used and use- 
ful and devoted to public service. We 
have adjusted the company’s revenues, 
therefore, to show a rate of return of 
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4.5 per cent on the rate base at the end 
of 1954 and in our order have provided 
for the company to file such schedule 
as would meet the approval of this 
commission which would realize that 
level of rates and charges. 

We show below, in Table I, the de- 


tails of the company’s operating ex- 
perience for the year 1953 under pres- 
ent rates and for the year 1954 under 
present rates, proposed rates, and un- 
der rates calculated to yield revenues 
in the amount authorized by the com- 
mission : 


TABLE I 


Income Statements 


Operating Revenues 
Metered Sales 
Flat Rates Sales ... 
Private Fire Protection .............. 
Public Fire Protection .............. ; 


1953 
Actual 
Present 
Rates 


. $71,985.23 
85 


1,156.24 
6,768.21 


1954 Estimated 
Based on 
Proposed 

Rates 


$82,767.00 
990.00 


1,330.00 
8,019.00 


Based on 
Authorized 
Rates 
$78,366.00 
990.00 
1,330.00 
8,019.00 


Based on 
Present 
Rates 
$76,801.00 

900.00 
1,187.00 
7,022.00 


4.04 





Total Operating Rev. .......... $80,763.72 


$38,048.90 
9,222.15 
4,113.05 
9,519.88 


Operating Rev. Deductions 
Operating Expense 
Depreciation : 
Taxes—Federal Income 
Taxes—Other 


$85,910.00 $88,705.00 


$41,315.00 
9,814.00 
4.084.00 
10,138.00 


$93,106.00 


$41,315.00 
9,814.00 
6,210.00 
10,246.00 


$41,315.00 
9,814.00 
4,916.00 
10,160.00 





Total Operating Rev. Deductions . 


$60,903.98 


$65,351,00 $67,585.00 $66,205.00 





Utility Op. Income 
Other Income ey eee 


$19,859.74 
69.59 


$22,500.00 


$25,521.00 
175.00 


$20,559.00 
175.00 175.00 





Total 
Income Deductions 


bela 5. doe « MOO MIED BS 
ae 9,236.48 


$22,675.00 


$25,696.00 
9,144.00 


$20,734.00 
9,144.00 


9,144.00 





Net Income 


We show in Table II, below, the rate 
base for the company at the end of 
the years 1953 and 1954, the latter 
partly estimated. 

We point out again that our conclu- 
sions in this proceeding have not been 
reached exclusively on the basis of a 
percentage return on rate base. The 
calculation of the rate base in included, 
therefore, for information purposes 
and to indicate that the utility operat- 
ing income which we have found rea- 
sonable would yield a return of 4.5 
per cent based on this rate base. 


[7, 8] The company’s schedule of 
proposed rates and charges includes, 
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$10,792.85 


$11,590.00 $16,552.00 $13,531.00 


TABLE II 


12/31/53 12/31/54 


Water Utility Plant $642,199 $720,000 
Construction Work i 
Progress 38,208 


Total Utility Plant $680,407 
Deductions 
Reserve for Deprecia- 
tion . 
Customers’ 





$720,000 


$201,473 

34,209 
$235,682 
$484,318 


$191,659 
34,209 
Total Deductions . $225,868 
$454,539 
5,000 
14,000 
$473,539 


Rate Base Rounded $473,500 








Net Utility Plant . 
Working Capital 
Materials and Supplies 





$503,518 
$500,000 
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among other things, a provision for 
increases in fire protection service. As 
we said in Docket No. 8576, supra, 
where the company’s charges for fire 
protection service were most recently 
considered, the company’s then rev- 
enues from fire protection service 
amounted to 8.84 per cent of total rev- 
enues. Asa rough estimate of the rea- 
sonableness of the contribution which 
fire protection service makes to the 
over-all revenues, we indicated that a 
percentage between 12 to 20 per cent 
was not unreasonable. This percent- 
age, of course, was understood at that 
time, as it is now, to vary with circum- 
stances, including, among others, the 
size of the company. The proposed 
rates for fire protection services 
amount to approximately 10 per cent 
of the total revenues authorized. This 
does not appear unreasonable and we 
find that such an increase should be 
authorized for application to the com- 


pany’s fire protection charges. The in- 
creases in flat rate sales would add 
only $90 on an annual basis and like- 


wise appear reasonable. This rate is 
for water used for construction pur- 
poses. 

We find, therefore, that the schedule 
of rates and charges presently effec- 
tive by the company will yield less than 
a fair return on the company’s prop- 
erties devoted to public service. We 
find further that the proposed schedule 
of rates and charges, with the excep- 
tion of the increased rates for fire pro- 
tection services and flat rate sales, are 
more than just and reasonable and 
that it, therefore, should be canceled. 
Our order below so provides. We fur- 
ther find that a schedule of rates and 
charges calculated to yield gross rev- 
enues of $88,705 which after all ex- 
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penses including taxes and deprecia- 
tion set forth above will yield a rate 
of return of 4.5 per cent for the year 
ending December 31, 1954, on the 
company’s property used and useful in 
public service, is no more than just 
and reasonable and should be allowed. 
Our order below provides for the filing 
by the company of such a schedule and 
for the vacation of our order of sus- 
pension in so far as it relates to rates 
for fire protection services and for flat 
rate sales. 


ORDER 


It appearing, that by a schedule of 
rates and charges filed to become ef- 
fective January 1, 1954, The New 
Canaan Water Company seeks to in- 
crease its revenues from all classes of 
customers by approximately $6,700 
per year based on 1953 experience, 
and, 

It appearing further, that the mat- 
ters and things contained in said ap- 
plication have been the subject of 
investigation and public hearing and 
that the commission has made its find- 
ings of fact and conclusions of law 
thereon which are hereby made a part 
hereof, 

Now, therefore, it is ordered, that 
the said schedule of rates and charges, 
with the exception of charges for fire 
protection and flat rate sales, be, and 
it hereby is, canceled without preju- 
dice to the filing by The New Canaan 
Water Company of a revised schedule 
of rates and charges calculated to yield 
additional revenues from residential 
and commercial customers of about 
$1,600 based on 1954 estimated ex- 
perience, such schedule of rates and 
charges to become effective on all wa- 
ter sold on and after the beginning of 
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the next billing period, June 1, 1954, 
and 

It is further ordered, that the order 
of suspension, in so far as it relates to 
charges for fire protection services and 
flat rate sales, be, and it hereby is, va- 
cated, and 

It is further ordered, that with the 
exception of the approval of said re- 
vised schedule of rates and charges 


which will be submitted in accordance 
with this order, this proceeding be, 
and it hereby is, closed. 

We hereby direct that notice of the 
foregoing be given by the Secretary 
of this Commission by forwarding 
true and correct copies of this docu- 
ment to parties in interest, and due 
return make. 








WISCONSIN PUBLIC SERVICE COMMISSION 


Re Milwaukee & Suburban Transport 
Corporation 


2-SR-2740, MC-1496 
May 13, 1954 


_ pena by transit corporation for authority to increase 
4 


rates; temporary increase authorized. For decision on 
application for rehearing, see post, p. 124. 


Rates, § 631 — Emergency increase — Transit company. 
1. A state of emergency was found to exist justifying a temporary rate 
increase where a transit company’s operating ratio was 97.6 per cent and 
where the company had failed by a wide margin to meet its preferred stock 
dividend requirement for the first quarter of the current year, p. 123. 


Rates, § 504 — Transit — Extent of temporary increase. 
2. Temporary increases of 5 cents and 3 cents, respectively, in adult and 
children cash fares and increases of 15 cents in the prices of adult and school 
weekly passes were found to be just and reasonable for a transit company 
experiencing serious financial difficulty, p. 123. 


By the Commission: The Milwau- 
kee & Suburban Transport Corpora- 
tion, Milwaukee, filed an application 
with the commission on February 18, 
1954, for authority to increase its fare 
structure on trackless trolley, street 
railway, and bus lines operated in the 
city of Milwaukee and adjacent subur- 
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ban areas, all within Milwaukee 
county. 

Pursuant to due notice, an initial 
hearing was held on April 12, 1954, in 
Milwaukee before examiner Samuel 
Bryan. 

At the hearing applicant proposed 
that the single-fare-area adult cash fare 
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be increased from 15 to 20 cents, the 
children’s cash fare be increased from 
7 to 10 cents, and the price of all weekly 
passes be increased 40 cents each. 

On May 5, 1954, the applicant filed 
a petition with the commission request- 
ing authorization to make effective 
immediately as an emergency measure 
the proposed increases in fares out- 
lined above on a temporary basis. If 
temporary authority is granted, appli- 
cant stipulated that, in the event any 
lesser increase in weekly passes is sub- 
sequently approved by the commission, 
it would refund to any person returning 
or surrendering weekly passes within 
6 months after the close of the week for 
which the weekly pass was purchased 
at the emergency price, the difference 
between such emergency price and the 
price of such pass fixed by the com- 
mission’s final order in this proceeding. 

A reply to the petition was filed by 
the city of Milwaukee on May 7, 1954, 
opposing the granting of a temporary 
increase. 

In support of its petition, the appli- 
cant submitted an income statement 
by months, and a combined statement 
for the first three months of 1954. 

The Commission finds: 

[1] 1. The company is now experi- 
encing an operating ratio of 97.6 
per cent and it has failed to meet the 
preferred stock dividend requirement 
for the first three months of 1954 by 
the amount of $15,236.20. The net 
operating revenue, after income taxes, 
for the first three months of 1954, 
was $111,292, compared to $307,620 
for the corresponding three months in 
1953. 

2. Anemergency exists which war- 
rants an immediate increase in fares. 
The proposed increases are greater 
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than deemed necessary on a temporary 
basis. Accordingly, the grant herein 
will be limited to the proposed increases 
in the adult and children’s cash fares, 
and an increase of 15 cents in all adult 
and school weekly passes. 

3. The Milwaukee & Suburban 
Transport Corporation is in need of 
additional revenue during the interim 
period pending final determination of 
the increases proposed in this proceed- 
ing in order to prevent injury to the 
business or interests of said company 
and the people of the state. 

[2] 4. An increase in the present 
fares authorized in dockets 2—SR- 
2629 and MC-1467 (September 17, 
1953, 38 Wis PSC 423), of 5 cents 
and 3 cents in the adult and children’s 
cash fares, respectively; and an in- 
crease of 15 cents in the price of all 
adult and school weekly passes will be 
just and reasonable as emergency in- 
creases during the interim period. 

The Commission concludes: 

1. That an emergency exists within 
the meaning of § 195.10, Statutes. 

2. That it has jurisdiction under 
§§ 194.22 and 195.10, Statutes, to 
issue the following order pursuant to 
the above findings of fact. 


ORDER 


The Commission therefore Orders: 

1. That the Milwaukee & Suburban 
Transport Corporation be and hereby 
is authorized to increase the single- 
fare-area adult cash fare from 15 to 
20 cents, the children’s cash fare from 
7 to 10 cents; and to increase the price 
of all adult and school weekly passes 
by 15 cents each. 

2. That the order herein shall be- 
come effective on the date of issuance, 
and that tariff changes publishing the 
4 PUR 3d 
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increased fares may be filed and made 
effective upon not less than one day’s 
notice to the commission and the pub- 
lic. 

3. That the Milwaukee & Suburban 
Transport Corporation will be required 
to refund on weekly passes, in accord- 
ance with its stipulation, any difference 


between the emergency price and the 
price of such pass fixed by the commis- 
sion’s final order in this proceeding. 

4. That jurisdiction be and hereby 
is retained to enter such further order 
or orders herein as the commission 
may deem warranted. 








WISCONSIN PUBLIC SERVICE COMMISSION 


Re Milwaukee & Suburban Transport 


Corporation 


2-SR-2740, MC-1496 
June 3, 1954 


PPLICATION by city for rehearing with respect to interim 
A rate increase granted transit company on emergency basis, 


and request that commission direct company to make adults 


3 


and children’s tickets available; rehearing denied and request ap- 
proved. For earlier decision, see ante, p. 122. 


Procedure, § 32 — Rehearing — Interim rate increase — Transit company. 


1. A city should be denied a request for rehearing with respect to an interim 
order granting a rate increase to a transit company on an emergency basis, 


p. 125. 


Service, § 417 — Transit company — Tickets. 
2. An interim order granting a transit company an emergency rate increase 
should be amended to require the company to make adults’ and children’s 
tickets available on all vehicles operated in common carrier service, p. 125. 


By the Commission: On May 13, 
1954, ante, p. 122, an interim order 
was issued in the above proceeding 
granting authority to increase rates on 
an emergency basis with refund pro- 
visions and a retention of jurisdiction 
in the proceeding. 

On May 18, 1954, the city of Mil- 
waukee filed application for rehearing. 
In said application it also requested 
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inter alia that the commission direct 
the company to provide that tickets for 
adults and children be made available 
on all of its vehicles. 

Objection to rehearing was filed by 
the Milwaukee & Suburban Transport 
Corporation on May 26, 1954. 

On June 2, 1954, the city of Milwau- 
kee filed a statement of its views with 
respect to the objection filed by the 
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RE MILWAUKEE & SUBURBAN TRANSP. CORP. 


Milwaukee & Suburban Transport 
Corporation. 

[1] The order issued May 13, 1954, 
supra, is an interim order granting an 
increase in rates on an emergency basis 
with refund provisions. It contem- 
plates a subsequent order which will fix 
a final rate and which will be the final 
or terminal order in this docket. For 
reasons stated in the order denying re- 
opening and rehearing in City of Mil- 
waukee v. Milwaukee Gas Light Co. 
(1952) 37 Wis PSC 46, 92 PUR NS 
133, it is concluded that the applica- 
tion for rehearing filed in the instant 
docket on May 18, 1954, with respect 
to the interim order of May 13, 1954, 
supra, is not proper under nor required 
by § 196.405, Statutes. 

[2] The commission finds that 
the request of the city of Milwaukee 
which would require the company to 
make adults’ and children’s tickets 


available on all of its vehicles is re- 
quired for the furnishing of reasonably 
adequate service to the public. 


ORDER 


The commission therefore Orders: 

1, That the aforesaid application for 
rehearing of its interim order of May 
13, 1954, ante, p. 122, is not proper 
nor required by § 196.405, Statutes. 

2. That its interim order of May 
13, 1954, supra, in the above-captioned 
dockets be and the same is hereby 
amended so as to provide that the 
Milwaukee & Suburban Transport 
Corporation have tickets for adults and 
children available on all of its vehicles 
operated in common carrier service. 
This amendment shall be effective 
June 14, 1954 at 5 a.m. 

3. That the interim order of May 
13, 1954, supra, be unchanged in all 
other respects. 
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CIVIL AERONAUTICS BOARD 


Re American Airlines, Inc. 


Docket No. 6125, Order No. E-8370 
May 26, 1954 


_ gee by airline for permission to serve certain city 
i through another city’s airport; denied. 


Service, § 317.1 — Air carrier — Airports. 
1. Both existing service in a city and the city’s need for service are pertinent 
subjects of inquiry in determining whether an airline’s proposal to serve a 
certain city through another city’s airport is adverse to the public interest, 


p. 126. 


Certificates, § 88 — Air carriers — Public interest — Proposed an existing service. 
2. In passing upon an airline’s proposal to change existing service to a 
certain point, the Civil Aeronautics Board may properly consider not only 
the effect of the proposed service on the public interest, but also whether 
such service is more or less beneficial than the existing service, p. 127. 


Service, § 317.1 — Airline — Airport — Public interest. 


3. An airline should not be allowed to serve a certain city through another 
city’s airport where such service is adverse to the public interest, p. 128. 


(Gurney, Chairman, dissents.) 


APPEARANCES: Alfred V. J. Prath- 
er and Howard C. Westwood, for 
American Airlines, Inc.; Clarence W. 
Greenwald, for the city of Niagara 
Falls. 


By the Boarp: This proceeding in- 
volves an application filed May 11, 
1953, by American Airlines, Inc. 
(American), for permission to serve 
Niagara Falls, N. Y., through use of 
the Buffalo municipal airport. Ameri- 
can’s Niagara Falls service is currently 
rendered through the Niagara Falls 
airport. After public hearing, exam- 
iner F. Merritt Ruhlen issued an initial 
decision in which he found that Ameri- 
can’s proposal to serve Niagara Falls 
through the Buffalo airport is adverse 
to the public interest and should be 
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denied. Exceptions and briefs to the 
board have been filed by American and 
by the city of Niagara Falls. The city 
concurs in the result reached by the 
examiner, but excepts to matters sub- 
sidiary thereto. The board has heard 
oral argument, and the case now stands 
submitted for decision. 

Upon consideration of the record, 
we adopt, except as modified herein, 
the findings, conclusions, and recom- 
mendations of the examiner in his 


initial decision, which is attached 
hereto as an appendix. [Omitted 
herein. ] 


[1] American excepts to the exam- 
iner’s statements (a) that American’s 
past and present service to the city of 
Niagara Falls through the Niagara 
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Falls airport has been and is inadequate 
or inferior, and (b) that if American 
is to continue serving the city through 
the Niagara Falls airport at all—as he 
found it should—such service should 
include several flights spread through- 
out the day, including direct service 
both ways to New York. American 
contends, inter alia, that these state- 
ments are irrelevant to the issues here- 
in. 

It is true that the questions of impos- 
ing sanctions for inadequate service or 
of prescribing additional service are 
not before us in the present proceeding. 
But it does not follow that the exam- 
iner’s statements are irrelevant to the 
issues involved in this case. In deter- 
mining whether American’s proposal 
would be adverse to the public interest, 
both the city’s existing service and the 
city’s needs for service are pertinent 
subjects of inquiry. It is clear that 
the examiner’s statements dealt with 
these matters, and we agree with his 
views in this regard. If, after our 
decision herein, American does not 
change its service, the city of Niagara 
Falls may raise the question of com- 
pelling additional service in a new pro- 
ceeding based on its legal right to re- 
ceive “adequate service” under § 404 
of the act. 

[2] American also excepts to the 
examiner’s consideration of its pro- 
posal in terms of the comparative 
convenience of the proposed service 
and the existing service. American 
contends that the sole question herein 
is whether the proposed service itself 
is adverse to the public interest, not 
whether it is more or less beneficial 
than the existing service. But where 
the board is called upon to weigh the 
effect on the public interest of a pro- 
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posal involving a change in the existing 
service to a point, it would seem obvi- 
ously appropriate to consider the com- 
parative effects upon the public of the 
existing and the proposed services. 
Indeed, it is difficult to see how pro- 
posed changes could be evaluated with- 
out regard to prevailing circumstances. 
Moreover, the examiner did not look 
solely to comparative convenience for 
Niagara Falls traffic in reaching his 
conclusion. He noted, for instance, 
the absence of any claim by American 
that granting its application would 
produce substantial savings or econom- 
ic benefit to itself. He pointed out that 
no question was raised as to the ade- 
quacy of both airports for safe, depend- 
able service. He found that Ameri- 
can’s proposal would benefit through 
traffic by expediting service, but he 
also found that such benefit would be 
the only aspect of American’s proposal 
in the public interest, and that this 
benefit to through traffic would be 
minor in comparison to the adverse 
effect on existing and potential Niag- 
ara Falls traffic by reason of the incon- 
venience, added expense, delay, and 
deterrence from using air transporta- 
tion which he described. We think 
the examiner correctly identified the 
elements of the public interest involved 
herein, and that the record amply sup- 
ports his evaluation of them. 
American excepts to the examiner’s 
finding that a substantial portion of 
the available air passengers in the 
Niagara Falls area would use more 
accessible service at the Niagara Falls 
airport, rather than that at the Buffalo 
airport.’ The finding that a substan- 





1 American also excepts to the examiner’s 
finding that the total available area passengers 
are at least 48,000 on and off a year, of whom 
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tial part of the available passengers 
would use service at the Niagara Falls 
airport assumes that more than token 
service will be available at this airport. 
On this basis, the finding is fully justi- 
fied because of the inconvenience, ex- 
pense, and delay which many Niagara 
Falls passengers could avoid by use 
of a more accessible airport. 

American excepts to the examiner’s 
statement that Niagara Falls passen- 
gers must make a ground trip of 26 
miles to reach the Buffalo airport. 
American points to evidence of three 
routes to that airport of 25.2, 24.5 and 
23.7 miles. This evidence shows that 
such distances are measured from the 
Niagara hotel, while the examiner’s 
statement does not include a reference 
to the precise point in the city involved. 
In any event, the disparity is clearly 
insufficient to undermine the exam- 
iner’s detailed findings of the much 
greater inconvenience, expense, and 
time involved in ground travel when 
Niagara Falls passengers use the 
Buffalo airport instead of their own. 

[3] The city of Niagara Falls has 
filed exceptions which in substance 
reflect its position that the examiner 
was unduly conservative in estimating 
the area’s potential traffic and air serv- 
ice needs, and in stating the short- 
comings of the existing local airport 
service and the detriments involved in 





about one-third would travel to and from New 
York. The record amply supports this find- 
ing. 
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using service at the Buffalo airport. 
We need not pass upon the adjustments 
which the city would have us make in 
the respects indicated since such ad- 
justments, if found warranted, would 
merely offer cumulative support for 
our decision herein. 

We have considered the remaining 
exceptions of the parties and find them 
without merit. 

Accordingly, in view of all the fore- 
going and upon consideration of the 
entire record, we find that the pro- 
posal of American to serve the city of 
Niagara Falls through the Buffalo 
airport is adverse to the public inter- 
est and that the application of Ameri- 
can herein should be denied. 

An appropriate order will be entered. 

Denny, vice chairman, Lee and 
Adams, members of the board, con- 
curred in the above opinion. Gurney, 
chairman, dissented. Ryan, member, 
did not take part in the decision. 


ORDER 


A full public hearing having been 
held in the above-entitled proceeding 
and the board, upon consideration of 
the record, having issued its opinion 
containing its findings, conclusions, 
and decision, which is attached hereto 
and made a part hereof; 

It is ordered that the application 
herein of American Airlines, Inc. to 
serve Niagara Falls, New York, 
through the Buffalo municipal airport 
be and it hereby is denied. 
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Save Space 
Lessen Possibility of Error 


with 


DELTA-STAR'S 


NEW “R-2K” 
REGULATOR 
BY-PASS SWITCH 


A new concept eliminates the necessity of the typical two- 
blade construction and employs a “co-axial” blade in 
which one blade is inside the other. This provides a clean, 
sturdy, compact unit with a low reactance drop and 
reduced loss from skin effect or crowding of current to the 
surface of the conductor. 


This switch combines three switches in one—a switch on 
either side of the regulator to disconnect it from the cir- 
cuit and a third switch to act as a by-pass. In building all 
three switches as a unit, complete switching is simplified 
and space is saved. Closing or opening is accomplished 
by one operation, thus reducing the possibility of error. 


Contacts of the new “R-2K” By-Pass Switch are hard 
drawn copper with silver inlays backed up by beryllium 
copper springs and are the same as those on standard 
Delta-Star hook switches. Blades are equipped with a 
pryout device for ease of operation. These switches are 
guaranteed to carry full rated continuous current and 
corresponding short time current. 


“R-2K” By-Pass Switches are available 
with or without interrupter in 400 and 600 
ampere capacities at 7,500 and 15,000 volts. 
Write for complete information. 
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QUIPMENT H. K. PORTER COMPANY, INC. 

PECIFY OF PITTSBURGH 

ELTA-STAR 2437 FULTON STREET, CHICAGO 12, ILLINOIS aa, 
DISTRICT OFFICES IN PRINCIPAL CITIES 
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Why fine new power 
plants everywhere 
have Q-Panel Walls 


Builders of new power plants in all parts of the country 
have specified Q-Panel walls for the following very good 
reasons: 1. Q-Panels are permanent, dry and noncom- 
bustible, yet may be demounted and re-erected elsewhere 
to keep pace with expansion programs. 2. Q-Panels are 
light in weight, thus reducing the cost of framing and 
foundations. 3. Q-Panels have high insulation value .. . 
superior to a 12” masonry wall. 4. Q-Panels are quickly 
installed because they are hung, not piled up. An acre of 
wall has been hung in 3 days. For more good reasons for 
using Q-Panel construction, use the coupon below and 
write for literature. 


QO-Panels 


H. H. Robertson Company 
2400 FARMERS BANK BLDG. °* PITTSBURGH 22, PA. 
Offices in Principal Cities 





a 

Q-Panel walls grace the new Elrama Po 
Plant (above) near Pittsburgh. It was desig 
by Duquesne Light Company’s Enginee 
and Construction Department. The Dr 
Corporation was General Contractor. 

















Q-Panel walls (above) go up quickly in 
any weather because they are dry and 
hung in place, not piled up. 


More than 32,000 sq. ft. of Q-Panels were 
to enclose the impressive Hawthorn St 
Electric Station (left) of the Kansas City, } 
souri, Power and Light Company. Ebasco! 
vices, Inc., designed and built the plant. 


Please send a free copy of your Q-Panel Catalog. 


NAME 
FIRM. 
ADDRESS 
PUFI 
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Bnute color film on electrical prog- 











Industrial Progress 


he Eager Minds" Is Color Movie 
Made for Light's Diamond 
Jubilee 


KAGER MINDS,” a 27- 
s, has been released by Light’s 
amond Jubilee Committee for show- 
bs throughout the country this year 
celebration of the 75th anniversary 
Edison’s invention of the electric 
ht. 

roduced for the Committee by 
..0., the movie presents both the 
st achievements and the future 
pmise of electrical living in terms of 
b individuals who have made and 
ll make contributions to it. Starting 
h Edison’s invention of the light it 
es through to such recent develop- 
nts as the solar battery announced 
Bell Labs only a few months ago. 
me of the electrical devices shown 
the picture are being presented on 
p screen for the first time. 

‘The Eager Minds” was designed 
ecially for non-theatrical showings 
the companies and other organiza- 
ms of the electrical industry par- 
ipating in the Jubilee celebration. 
the present time, these total more 
in 300, and Jubilee activities are 
ned in more than 1,200 cities and 
vns throughout the country. Plans 
enow under way for showing the 


ture in many of these places. 


Gas Industry Issues 1955 
Sales Promotion Plans 


E second edition of the American 
$s Association’s annual “year- 
ad” Promotion and Advertising 
n Book was issued to Association 
mbers recently. 

Off to an earlier start than ever 
Hore, the new plan book features the 
ing, themes, preliminary formats 
advertising tie-ins of the sales 
bmotional and advertising programs 
recast by AGA for 1955, according 


to Wister Ligon, chairman of AGA’s 
General Promotional Planning Com- 
mittee. This “‘year-ahead” planning is 
specifically designed to place in the 
hands of gas utility companies and 
gas appliance manufacturers full in- 
formation and details of AGA’s sales 
promotional planning well in advance 
of the actual campaign dates. This 
facilitates more effective tie-ins with 
such campaigns at the local level, helps 
effect maximum coordination of all 
industry efforts, Mr. Ligon said. 

The success of the AGA long-range 
promotion planning program is evi- 
denced by the growing number of gas 
utilities and appliance manufacturers 
who participate in it, according to Mr. 
Ligon. 


National Carbon Announces New 
Cathodic Protection Booklet 


A NEW booklet covering the “whys” 
and “hows” of cathodic protection is 
announced by National Carbon Com- 
pany, a Division of Union Carbide 
and Carbon Corporation. 

The catalog is said to be a complete 
reference work on the mitigation of 
corrosion of underground and sub- 
merged metal structures by the ap- 
plication of an impressed current 
cathodic protection system using 
“National” graphite anodes. 

Slanted toward both the manage- 
ment executive and the engineer, the 
booklet contains valuable information 
on the cost of corrosion ; the economics 
of cathodic protection; where and 
when it can and should be applied; 
facts about impressed current systems 
and how they should be installed; 
typical ground bed installation details 
including design notes and tabulation 
of material requirements. It also con- 
tains engineering sketches and aids, 
and typical curves showing ground 
bed to structure resistance. 

Copies of this new booklet, Catalog 
Section S-6500, may be obtained by 
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writing National Carbon Company, a 
Division of Union Carbide and Car- 
bon Corporation, 30 East 42nd street, 
New York 17, New York. 


Arkansas Pwr. & Lt. Conducting 
$25,748,000 Program 


THE Arkansas Power & Light Com- - 
pany expects to spend $25,748,000 on 
expansion in 1954, with $17,130,000 
expended by July 31st. 

Largest items in the expansion pro- 
gram are the new generating units 
nearing completion at both Cecil 
Lynch power plant near Little Rock, 
and Harvey Couch plant near Stamps. 
Completion of these additions in- 
creases AP&L’s power supply by 
270,000 kilowatts—more than three 
times the electricity required by the 
Greater Little Rock area. 


Commonwealth Edison 
Completes Fourth Unit 
At Ridegland Station 


WHAT is said to be the greatest 
power plant in the middle west, and 
one of the largest and most efficient 
in the country, was completed recent- 
ly when a fourth big generating unit 
was put in commercial operation at 
Commonwealth Edison’s Company’s 
Ridgeland station. 

Willis Gale, Commonwealth chair- 
man, announced that the 150,000-kilo- 
watt turbine generator was approved 
for service following several weeks of 
test operation. The electric generating 
unit was made by Allis-Chalmers com- 
pany at Milwaukee. 

The nameplate capacity of the sta- 
tion is now 600,000 kilowatts, the 
equivalent of more than 800,000 
horsepower. The station consumes an 
average of 6,000 tons of coal (or 
equivalent) a day and its output of 
electricity is enough to serve a city of 
more than a million population. The 

(Continued on page 28) 
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machine-digging in 
Above 
and 


City Congestion ,~ Ground 


THE MINNEAPOLIS GAS COMPANY recently installed gas 


mains in such major downtown thoroughfares as Fifth St., 
Sixth St., Nicollet Ave., and Second Ave. S., in connection 
with one of the city’s biggest repaving programs in years. 
Shown here are crews of Minnesota Williams Company 
putting in one of these lines under Fifth St. between Nicollet 
and Hennepin Aves. 


The compactness of the CLEVELAND Trencher and its 
maximum operator visibility and control—inherent in all 
CLEVELANDS— made machine-digging practical on this 
job despite traffic problems and numerous underground 
obstructions. Advantages like these, enabling CLEVELAND 
owners to dig more trench, in more places at less cost, have 
earned outstanding preference for CLEVELANDS—among 
contractors, utilities and municipalities, alike. 


Write for Full Line CLEVELAND Bulletin or 
See Your Local CLEVELAND Distributor 


i ~ THE CLEVELAND TRENCHER COMPANY 

Q\, 20100 ST. CLAIR AVENUE @ CLEVELAND 17, OHIO 
1) sine a 
hi} | 


Wane \og 
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INDUSTRIAL PROGRESS 
(Continued ) 


plant, with its connecting transm; 
sion facilities, cost in excess of $10 
000,000. 

Ridgeland is the largest single pry 
ect in Commonwealth’s eleven-yea 
one-billion-dollar construction pn 
gram, which was started at the end, 
World War II. From 1946 to date ¢ 
system has added 1,134,000 kilowaf 
of generating capacity and present 
has under construction 491,000 kj 
watts. When the present program 
completed Commonwealth’s capaci 
will be 3,913,000 kilowatts, an increa 
of 71 per cent over 1945. 


Northern Indiana Public Ser 
Plans New Power Plant 


NORTHERN Indiana Public Sery 
Company will start work in the f 
on a $20,000,000 steam-operated ek 
tric power plant at Gary, Ind. 

The first generating unit to be 
stalled will have a capacity of 137, 
kilowatts, bringing the utility’s to 
to more than 650,000. The powerho 
is designed to hold five additional ge 
erators. 

The project will take four years 
complete. 


Delta-Star Electric Announce 
$250,000 Expansion Progra 


A QUARTER of a million dollars ¢ 
pansion of local plant facilities 
Delta-Star Electric Division, H. 
Porter Company, Inc. of Pittsburg 
has been announced by C. S. Beatf 
vice president and general manag 
The expansion program includes 

000 square feet of additional 

sembly floor space, the modernizati 
of structural steel fabricating pl 
and the installation of new automa 
fabricating equipment. 

The new facilities will incre 
plant efficiency and provide bet 
service to Delta-Star’s customers. 

This is the third expansion progr 
Delta-Star has had during the 
two years, modernizing both manu! 
turing and office facilities. De 
Star’s plant now covers approxima 
ly 175,000 square feet and empl 
over 700 people in its operation. 


Network Analyzer Installed 
At Syracuse University 


A LARGE capacity network analy 
built by the General Electric Comp! 
at its switchgear plant in Philadelpl 
Pa., has been installed at Syra 
University. 

The analyzer, an instrument 
signed for use in the accurate 


(Continued on page 30) 
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litional 
dernizat 


vide bet 
stomers. 


Service-Utility body lockers are triple-sealed against dirt and moisture. 
Doors are fitted with recessed handles, slam-action catches, and keyed-alike 
cylindrical locks for full protection. Ladder racks, vise brackets, and pipe sup- 
ports are also available, providing everything needed for every type of work. 


When you put INTERNATIONAL Trucks with 
Service-Utility bodies into operation in installation 
@ or service call work, you get more work done per 
4 day. 


The Service-Utility body provides all-steel lock- 
ers, with compartments of varying sizes, for orderly 
storage of all the tools, parts, and equipment needed 
to do a number of different jobs. Thus, there is no 


iacostly labor-time wasted in job-to-shop trips for 


needed or forgetten items. 


And INTERNATIONAL Truck quality further low- 
ers your operating costs. Famous INTERNATIONAL 


engines assure top performance with maximum 
economy. INTERNATIONAL Tough-Job engineering 
and all-truck design mean utmost dependability, 
long life, and lowest maintenance expense. 


INTERNATIONAL Trucks with Service-Utility bod- 
ies are available in nine models, with 77-inch body 
lengths for 115-inch wheelbases, 89-inch lengths for 
127-inch wheelbases and 96-inch lengths for 134- 
inch wheelbases. GVW ratings, 4,200 to 8,600 Ibs. 


Ask your INTERNATIONAL Dealer or Branch for 
complete details on these time-saving, money-sav- 
ing workshop trucks. Time payments arranged. 


INTERNATIONAL HARVESTER COMPANY ¢ CHICAGO 


International Harvester Builds MCCORMICK® Farm Equipment and FARMALL® Tractors... 


Ka INTERNATIONAL 


. Motor Trucks... Industrial Power... 


Better roads mean a better America 


TRUCKS 


"Standard of the Highway ™ 





Refrigerators and Freezers 


INDUSTRIAL PROGRESS—( Continued) 


convenient study of power transmis- 
sion and distribution system problems, 
was installed at the university's Col- 
lege of Engineering through the co- 
Operation of Niagara Mohawk Power 
Corporation, New York State Electric 
and Gas Corporation, and General 
Electric. 

Principal users of the analyzer will 
be the three companies, who have 
scheduled the machine for 39 weeks 
of the year. Other interested com- 
panies may contract for time with the 
university during the remaining 13 
weeks. 

The analyzer program at the uni- 
versity, in addition to its primary ob- 
jective of rendering service to electric 
utilities, is designed to stimulate and 
facilitate educational and creative ac- 
tivity within the university in the 
power field. 


Southern Indiana Gas and Electric 


Continues Expansion 


SOUTHERN Indiana Gas and Elec- 
tric Company reports that the first 40,- 


000 kilowatt unit of the company’s 
new steam-electric generating plant 
on the Ohio River near Evansville 
will go into service early next year. 

The company also reports that work 
continues on the development of the 
underground gas storage project in 
the Oliver gas field west of Evansville, 
for the purpose of storing and provid- 
ing a larger gas supply for use in 
winter months to meet heating needs. 

It is expected the company will be 
supplying approximately 5000 more 
heating customers this winter than 
were served a year ago. 


Philadelphia Electric to Build 
"World's Greatest Power Plant" 
“THE world’s largest steam turbine 
generator unit will be installed in the 
world’s most efficient power generat- 


ing station,” which will be built by 


Philadelphia Electric, according to an 
announcement by R. G. Rincliffe, 
president. Work on equipment for the 
new station will begin at once. 














Dated September 1, 1954 


The Prospectus may be obtained in any State in + 


A.C. ALLYN AND COMPANY 
INCORPORATED 


DICK & MERLE-SMITH 
L. F. ROTHSCHILD & CO. 


COFFIN & BURR 


INCORPORATED 


CENTRAL REPUBLIC COMPANY 
AUCHINCLOSS, PARKER AND REDPATH 
COOLEY & COMPANY 
E. F. HUTTON & COMPANY 
SHEARSON, HAMMILL & CO. 


Sepember 1, 1954. 





This announcement is not an offer to sell or a solicitation of an offer to buy these securities, 
The offering 1s made only by the Prospectus 


$55,000,000 


Southern Bell 
Telephone and Telegraph Company 


Thirty-Five Year 318% Debentures 


Price 102.368% and accrued interest 


of the undersigned and other dealers as may 


HALSEY, STUART & CO. Inc. 
BEAR, STEARNS & CO. 
HALLGARTEN & CO. 


SCHOELLKOPF, HUTTON & POMEROY, INC. 
HAYDEN, STONE & CO. 
AMERICAN SECURITIES CORPORATION 


NEW YORK HANSEATIC CORPORATION 


R. S. DICKSON & COMPANY 


INCORPORAT 


WM. E. POLLOCK & CO., INC. 


Due September 1, 1989 


this announcement is circulated from only such 
fully offer these securities in such State, 


BLAIR & CO. 
INCORPORATED 
LADENBURG, THALMANN & CO. 

SALOMON BROS. & HUTZLER 
WERTHEIM & CO. 
SHIELDS & COMPANY 
BAXTER, WILLIAMS & CO. 
GREGORY & SON 
INCORPORATED 
REYNOLDS & CO. 
BAKER, WEEKS & CO. 
FRANCIS |. duPONT & CO. 
RITER & CO. 


STERN BROTHERS & CO. 


BACHE & CO. 




















The new 275,000-kilowatt unit yj 
operate at the heretofore-unheard q 
steam pressure of 5000 pounds pj 
square inch, the highest pressure eyd 
used in an industrial boiler, and y; 
increase the supply of electricity int 
company’s area by more than 10 pe 
cent. It will represent an initial 
vestment of some $45,000,000. 

The new 5000-lb. pressure stea 
turbine generator, which will opera 
at 3600 revolutions per minute, will} 
built by the Westinghouse Electr 
Corporation at its South Philadelph 
and East Pittsburgh Works. 

The steam boiler, which will be by 
by Combustion Engineering, Inc., w 
supply steam to the turbine at t 
highest steam pressure and temper 
ture ever used. 

If this new unit were used to pr 
duce current for home use only, 
would be large enough to supply t 
electrical needs of more than 3,00) 
000 people. 

The steam generator incorporat 
for the first time in this country, t 
mono-tube principle of the inte 
nationally-known Swiss Sulzer Cor 
pany, for which Combustion Eng 
neering holds American rights. T 
boiler will be equivalent in size to 
14-story building 100 feet wide by 
feet deep. It will contain more th 
150 miles of tubing. 

The company is studying seve 
locations for this great project to d 
termine the best place to construct t 
station. 


Blaw-Knox Expands Power Pipi 
And Sprinkler Facilities 


BLAW-KNOX Company recent 
celebrated the opening of its new! 
expanded facilities of its Power P 
ing & Sprinkler Division amidst pr 
dictions of further growth in this fiel 
Jegun more than a year ago, t 
project involved the addition ot tv 
new production bays totaling 13,0 
square feet. One of these bays hous 
the streamlined facilities for the ma 
ufacture of spring hangers and vibr 
tion eliminators. 
The new plant facilities also provid 
for expanded machining operat 
and for better work flow on pipe fab 
cation contracts. 
New office quarters built above! 
plant addition enable Power Piping 
Sprinkler for the first time to uml 
administrative, headquarters stl 
clerical, and engineering personnel | 
both the Piping and Sprinkler Depa 
ments into a central headquarters. 
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INVESTIGATIONS 

REPORTS 

FINANCING 

ACCOUNTING 

TAXES 

INSURANCE 

PENSIONS 

DEPRECIATION 

VALUATIONS 

CONSULTING & DESIGN ENGINEERING 


RATES 
PURCHASING § 


INDUSTRIAL & PUBLIC RELATIONS 
ADVERTISING 


At your request 
we will be pleased to send this new, illustrated booklet 
describing our consulting and design engineering services. 


Write Department E 
20 Pine Street, New York 5, N. Y. 


Canmoaurnll Sent Gur. 


COMMONWEALTH ASSOCIATES INC. 


20 Pine Shree, New Yok i MY. 
Seckson Michigan Washingloa. DC 














U N 


Here's Proof of Performance... 


Average annual replacement 
of Creosoted poles 
is only 1.3% on this 38-year-old line 





@ Keeping pace with the state’s industrial expansion, the Georgia Powerl! 
Company has invested 238 million dollars in new generating, transmission 
and distribution pet since the end of World War II. The tremendous 


output of this expanded system i 
distributed to users on pressure-creo 
soted poles. 

A. C. Henderson, supervisor of 
transmission lines, explains, “We 
have tried other types of poles in the 
past, but we always go back to pres 
sure-creosoted southern yellow pine.’ 

Experience has proved press 
creosoted poles held replacements to 
a minimum. A 44,000-volt line near 
Atlanta has been in service since 1916, 
There are 1,159 poles in the line, and 
since present record-keeping methods 
were begun in 1942, only 166 pole 
have been replaced. That’s an aver: 
age annual rate of 1.3% on a li 
now 38 years old. 

Long pole life and a low replace 
ment rate like this can be confident! 
expected when poles are pressure 
treated with Creosote—the preserva 
tive with proved records of long-term 
performance. 

And you’ll get best results wit 
USS Creosote, the uniform produc 
of United States Steel’s tar distilling 
operations. For complete informa 
tion, contact our nearest Coal Chemi 
cal sales office or write directly t 
United States Steel Corporation, 524 
William Penn Place, Pittsburgh 30 
Pennsylvania. 


C. C. WHITE is inspecting one of the 38- year-ol 
pressure-creosoted poles in the 31.6 mile line 4 
the Georgia Power Company, between Norcr0s 
and Porterdale. 


USS CREOSOTE [ Uss 
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Today...corn stubble 


Tomorrow... power for America... 
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v replace ; FROM THE FIRST MOMENT Pioneer is retained to help you 
onfident! ‘ i. plan your new electric power station, Pioneer becomes 
pressure et a part of your company, thinking and planning in your 
coe ill 2 . ‘| \ best interests . . . Pioneer has 52 years of experience 
a ‘ to aid in determining the necessary plant capacity and 
sults witht J its construction cost, to select the site and design the 
n produc <a o a generating station . . . Pioneer will also design any 
distilling ee vm needed service or office buildings and act as your agent 


Chen in purchasing construction supplies and materials. . . 


irectly taf ing i > Pioneer offers complete valuation, depreciation and 
ation, 52! neering New Horizons ‘rate services . . ..it will supply stock transfer and 


burgh 30 ns . ee / dividend distribution services . . . Our consulting staff 
uy Sp eC d alty ee provides experienced advice on company management, 

Lo corporate finance, accounting and taxation matters ...a 
well-rounded schedule to relieve your overload periods. 


— 


; For complete information on Pioneer’s services, 
38-year-0! . . . 

Smile line | write for our factual booklet, ‘‘ Pioneering 
cana. New Horizons”, yours for the asking. 


it) Pioneer Service & Engineering Co. 


231 South LaSalle Street - Chicago 4, Illinois 








Have you looked into 


TOMORROW'S TRUCK TODAY? 


In just 5 years of production... 
This startlingly new idea in 
Motor Trucks has become a 
familiar sight on America’s 
streets and highways 


5 YEARS AGO The White Motor Company introduced an entirely 
new type of truck—completely functional—designed to reduce 
delivery cost because it could do more work per day or per 
mile. So new and different, other manufacturers thought the 
White 3000 of little consequence, at the time. 


TODAY ... just five years later. . . thousands of successful fleet 









owners have cost records to prove that the White 3000 reduces 
delivery costs spectacularly. The White Roll Call of owners of 
ten or more is published as unassailable proof of this fact. 

If you have not had the White 3000 demonstrated in yout 
service—to see for yourself its ability to cut your delivery time 
and costs—call your White Representative today. 


THE WHITE MOTOR COMPANY 
Cleveland 1, Ohio 


For more than 50 years 


the greatest name in trucks 











PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 








THe American Appraisat Company 


ORIGINAL COST STUDIES @e VALUATIONS @ REPORTS 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
4706 BROADWAY, KANSAS CITY 2, MISSOURI (SINCE 1915) 








BODDY, BENJAMIN AND WOODHOUSE, INC. 


CONSULTING ENGINEERS 
JAMES W. PARKER, SENIOR CONSULTANT 


Power Plant Design, Specification, and Construction Supervision 
Economic and Thermodynamic Studies, Technical Services and Reports 


28 WEST ADAMS AVENUE DETROIT 26, MICHIGAN 








DAY & ZIMMERMANN. INC. 
ENGINEERS 


> reduces NEW YORK PHILADELPHIA CHICAGO 


wners of DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 





fact. 


in your 


_ Fi Ford, Bacon & Davis 
Y OD) vncustions Engineers °onsrycr3" 


NEW YORK @ CHICAGO e LOS ANGELES 














(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 





GIBBS & HILL Ineo. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 


NEW YORK—LOS ANGELES 
INDIANAPOLIS—SAN ANTONIO 














ENGINEERS © CONSULTANTS © CONSTRUCTORS 


READING, PA. 
e WASHINGTON e ROME 
FOUNDED 1906 @ PHILADELPHIA e MANILA 
eNEW YORK @ MEDELLIN 


GA GILBERT ASSOCIATES, INC. 











W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Far Analyses 
55 Liberty Street New York 5, N. Y. 








JAY SAMUEL HARTT 


CONSULTING ENGI NEER 
327 South LaSalle Street a CHICAGO € Telephone HArrison 7-8893 








Consultant to Public Utilities: Valuations; Rate of Return Studies; Reports for 
Financing: Other Problems of Management, Engineering and Finance. 








CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


134 So. LaSalle Street Chicago 3, Illinois 








GUSTAV HIRSCH ORGANIZATION, INC. 


1347 West 5th Ave., Columbus (12) Ohio 
Telephone Kingswood 6011 


Consulting and Supervisory Engineers and Contractors 
Construction and Operation of Utility Enterprises 








HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 


1384 HOLLY AVENE e COLUMBUS, OHIO 











Mention the FortNiGHTLY—It identifies your inquiry 
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PROFESSIONAL DIRECTORY (continued) 





JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGAN 
APPRAISALS—INVESTIGATIONS—DEPRECIATION STUDIES— 
COST TRENDS — REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 











She huljian loyoralton 


ENGINEERS e CLO NS TRUCT.O RS 





POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION e MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 








William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
rom Utility Management Consultants Specializing in REGULATORY 
WATER COST ANALYSIS “PROBLEMS 
for past 35 years 
Send for brochure: ''The Value of Cost Analysis to Management"’ 











N. A. LOUGEE & COMPANY 


Engineers and Consultants 
REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 

120 Broadway New York 








CHAS. T. MAIN, INC. 
Power Surveys—Investigations—V aluations—Reports 
Steam, Hydro Electric and Diesel Plants 
Gas Turbine Installations 
80 FEDERAL STREET s=s BOSTON 10, MASS. 








RATES TAXES 


SAFETY MIDDLE WEST FINANCE 
PENSIONS INSURANCE 
BUDGETING SERVICE ADVERTISING 


PERSONNEL co ACCOUNTING 
ENGINEERING e SALES PROMOTION 
STOCK TRANSFER 20 N. WACKER DRIVE, CHICAGO PUBLIC RELATIONS 








CONSULTING, DESIGNING AND 
OPERATING ENGINEERS 
PURCHASING 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 








231 SOUTH LA SALLE STREET 








CHICAGO 4, ILLINOIS 
















(Professional Directory Continued on Next Page) 











EMBER |} BABTEMBER 16, 1954—PUBLIC UTILITIES FORTNIGHTLY 





PROFESSIONAL DIRECTORY (continued) 





£4 a Complete Services for Gas 
Industry's 4 ~ 4 and Electric Utilities * Designing 
Partner 4 ~ J.F. Pritchard & Co. ¢ Engineering ¢ Construction 
« Alterations « Expansions 
for Progress é a Ses Se ¢ Modernization ¢ Surveys Plans 
«el Piping ¢ Equipment ¢ Steam 


> Dept. 415, 210 W. 10th St., Kansas City 5, Mo. or Diesel Power Plants 











THE RUST ENGINEERING CO. 


PITTSBURGH 19, PA.* BIRMINGHAM 3, ALA. 
Offices in Principle U.S. and Canadian Cities 
mili Power Plant Design and Construction 
Rie IF iH Boiler Settings © Chimneys ® Equipment Erection 
Also sliding form work, refractory brick-work and insulation, soil compaction, other specialties. 














SANDERSON & PORTER & 


. ENGINEERS 
AND 
CONSTRUCTORS 














Sargent & Lundy 
ENGINEERS 


Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 


Chicago 3, Ill. 

















The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 
Consulting Engineering 


80 BROAD STREET NEW YORK 4, N. Y. 














Whitman, Requardt and Associates 
Publishers of the 35-year-old 
DESIGN — SUPERVISION HANDY-WHITMAN INDEX 
for Public Utility 


REPORTS — VALUATIONS Construction Cost Trends 
Including Hydro-Electric Properties 


BALTIMORE 2, MARYLAND 





1304 ST. PAUL STREET 








Mention the FortNIGHTLY—I/t identifies your inquiry 
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Abrams Aerial Survey Corporation 
PHOTOG RAMMETRIC ENGINEERS FOR MORE THAN A 
THIRD OF A CENTURY 
Aerial Photograbhy — Atlas Sheets — Mosaics — 
Plan and Topographic Maps — Profiles — Infra-red 

Photography — Photo-interpretation Instruments 


614 E, Shiawassee St. Lansing, Michigan 











LUCAS & LUICK 
ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LASALLE StT., CHICAGO 














EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies 


910 Electric Building Indianapolis, Ind. 





LUTZ & MAY 


Consulting Engineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGN—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 








ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 
GAS AND SERVICE CO. 


327 So. LaSalle St., Chicago 4, UL 














MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


GREELEY COLORADO 

















GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 
HARRISBURG, PENNSYLVANIA 


Invesigations—Reports—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—Insurance Surveys 








A. S. SCHULMAN ELEcTRIC Co. 


Electrical Contracting Engineers 
TRANSMISSION LINES—DISTRIBUTION—POWER 
STATION—INDUSTRIAL——COM MERCIAL 
INSTALLATIONS 


CHICAGO Los ANGELES 

















FRANCIS S. HABERLY 


CONSULTING ENGINEER 


Valuation — Depreciations 
Invesigations and Reports 


122 SOUTH MICHIGAN AVENUE, CHICAGO 








SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 

















JACKSON & MORELAND 
Engineers and Consultants 
Design and Supervision of Construction 
Reports — Examinations — Appraisals 


Machine Design — Technical Publications 
BOSTON NEW YORK 











Representation in this Professional Directory 
may be obtained at very reasonable rates. 
Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
309 Munsey Building 
Washington 4, D. C. 












Mention the FortNIGHTLY—It tdentifies your inquiry 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A 


Abrams Aerial Survey Corporation 

*Allen & Company .. 

*Allis-Chalmers Manufacturing ‘Company 
American Appraisal Company, The 
American Telephone & Telegraph Company 
*Anaysts Journal, The 

*Automatic Electric Company 


Babcock & Wilcox Company, The 4-5 
Barber-Greene Company ; Inside Front Cover 
*Beaumont Birch Company eee ae 
Black & Veatch, Consulting Engineers .. .. 35 
*Blaw-Knox Company ; eee 
*Blyth & Company ; 

Boddy, Benjamin and Woodhouse, Inc. . 


c 


Carter, Earl L., Consulting Engineer 
Cleveland Trencher Co., The ..... 
Columbia Gas System, Inc. .. 
Commonwealth Associates, Inc. 
Commonwealth Services, Inc. . 
Consolidated Gas and Service Co. 


D 


Day & Zimmermann, Inc., Engineers . ie. 
Delta-Star Electric Division, H. K. Porter Co., Inc. .. 
Dodge Division of Chrysler Corp. ae 


E 


Ebasco Services, Incorporated .. 
Elliott Addressing Machine Company, The 


F 


*First Boston Corporation, The .. 
Ford, Bacon & Davis, Inc., Engineers . : 
Friez Instrument Div. of Bendix Aviation Corp. 


G 


Gannett Fleming Corddry and Carpenter, Inc. ........ 39 
General Electric Company ....... Outside Back Cover 
Gibbs & Hill, Inc., Consulting Engineers 

Gilbert Associates, Inc., Engineers 

Giiman, W. C., & Company, Engineers 

*Glore, Forgan & Co. 

*Guaranty Trust Company. of New York . 


H 


Haberly, Francis S., Consulting Engineer 

Halsey, Stuart & Company, Inc. 

*Harriman Ripley & Co. 

Hartt, Jay Samuel, Consulting Engineer 
Hill, Cyrus G., Engineers oe 

Hill, Hubbell and Company .. 

Hirsch, Gustav, Organization, Inc 

Hoosier Engineering Company . 


! 
International Business Machines Corporation 


International Harvester Company, Inc. 
Irving Trust Company .. 


*Fortnightly advertisers not in this issue. 


J 


Jackson & Moreland, Engineers . 
Jensen, Bowen & Farrell, Engineers 


*Kellogg, M. W., Company, The 
*Kidder, Peabody & Co. 
*Koenig Iron Works .. 

*Kuhn, Loeb & Co. 

Kuljian Corporation, The . 


*Langley, W. C., & C 

Leffler, William ‘. anes Associated 
Lehman Brothers 

Lougee, N. A., & Company, Engineers x 
Lucas & Luick, Engineers : 
Lutz & May, Consulting Engineers 


Main, Chas. T., Inc., Engineers . 

Martin Publications 

*Merrill Lynch, Pierce, Fenner & Beane 
Middle West Service Co. 

Miner and Miner 

Moloney Electric Company 

*Morgan Stanley & Company 

*Motorola Communications & Electronics, Inc. 


N 
*National Association of Railroad and 


Utilities Commissioners 
Newport News Shipbuilding & Dry Dock Company .... 


P 


Pioneer Service & Engineering witettin 
PRIVONON GE, 995 Wj ONSBS, 66s 5G kien ens 


Recording & Statistical — 
Remington Rand Inc. 
Robertson, H. H., Company ..... 
Rust Engineering Company, The 


Ss 


Sanderson & Porter, Engineers 

Sargent & Lundy, Engineers : 
Schulman, A. S., Electric Co., Engineers | 
Sloan, Cook & Lowe, wonneaied — 
*Smith, Barney & Co. .... 

*Southern Coal Company, Inc. 

*Sprague Meter Company, The . 


*Union Securities Corporation .. 
United States Steel Corporation 


WwW 


Western Precipitation Corporation .... Renee eee 
White, J. G., Engineering Corporation, ee 
White Motor Company, The 

Whitman, Requardt and Associates 
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Another of HILL, HUBBELL’s “Things That Money Can't Buy.” 


“Practice makes perfect” is an axiom proved by the many Hill, Hubbell 
men who have been ‘‘on the job” for years and years— gradually acquiring 
a know-how that spells the difference between superior and mediocre 
results. Add the years of their executive and supervisory experience 
tog-ther! You get a total which explains, in part, the unquestioned 


leacership of America’s “pioneers in pipe protection.” 


HILL, HUBBELL and COMPANY 


Factory Applicators of Pipe Coatings and Wrappings 





DIVISION OF GENERAL PAINT CORPORATION 
3091 Mayfield Road - Cleveland 18, Ohio 





DISTRIBUTION PROBLEMS are quickly solved by 
portable d-c network analyzer. Deveioper J. F. 
Fuller, one of 41 district electric utility application 
engineers, works exclusively on utility problems. 


\ a 





BETTER SYSTEM PROTECTION, improved per- 

formance come from G-E studies. Here A. J. Schulz, 

1. B. Johnson of G-E Analytical Engineering check 

effect of lightning surges. 

me 
aaa i 


FAST, PRECISE INSTALLATION is result of 
putting detailed planning into practice. Such 
planning by 200 G-E Field Service Engineers 
and 200 product specialists helps cut cost, speed 
start-up, 


¥ 


ENGINEERING FORUMS explore latest developments 
and system trends, bring C. E. Kilbourne, generator 
engineer together with S. R. Folger, Philadelphia, and 
G. W. Walsh, headquarters, application engineers. 


Her 


APPLICATION ENGINEERI? 35 se 
aid 325 sales engineers. H C, Ang 
son, application engineer, ex ains 
mum station output within st iility li 


's how engineering teamwork helps utilities by 


Translating creative thinking 
into profitable system operatio 


Continuing services by nearly 1000 
G-E utility sales and engineering 
specialists are helping insure that 
today’s bold investment in the 
future will be sound and profitable. 


Co-operating with electric utilities 
and consulting engineers, General 
Electric’s network of engineers is 
backed by the Company’s vast re- 
sources. An application and analyt- 
ical engineering center in Sche- 
nectady, for example, permits ob- 
jective examination of creative new 





ideas and critical evaluation 
projected system performance. 


The practical working knowle( 
of G-E engineers plus special a 
lytical equipment and technigq 
help electric utilities meet pres 
and future power demands 0 
sound business basis. General E 
tric Co., Schenectady 5, N. Y. 

1 


MORE POWER TO AMERICA 


GENERAL @ ELECTR 


EFFICIENT SYSTEM PLAN 
with G.E.’s two o-c nel 
analyzers is made possible 
units accurately predict cha 
teristics of systems | erformd 
These analyzers, inc!'viduall 
in combination, are ir almost 
tinuous use solving e 2ctric J 
system problems. 


ERS qu 
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yn on 

yeratio 
vecial | 
Kirchmo 


ELECTRONIC COMP! 
analyze transmission 
provide new inform 
nomical utility system 
F. J. Maginniss, Mgr. 

tigations and Dr. L. t 


